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THE SOURCE OF BUSINESS PROFITS. 


In the Fortnightly of September, 1879, Professor Henry 
Sidgwick, in reviewing the recent literature of the wages 
controversy, said, “It seems to me that, while Professor 
Walker’s argument gives a coup de grdéce to the wages 
fund theory,* it supplies no substitute for it; it leaves us 
with no theoretical determination whatever of the average 
proportions in which produce is divided between labor and 
capital.” 

I confess that at the time this seemed to me a hard 
judgment. The current political economy had for more 
than a generation declared that the measure of possible 
wages was found in existing capital; that the average rate 
of wages was wholly determined by the ratio between the 
amount of capital and the numbers of the laboring class ; + 


*For both the natural history and the literary history of this doctrine, 
reference may be made to an article by the present writer in the North 
American Review for January, 1875. 

t“* The circulating capital of a country is its wage-fund. Hence, if we 
desire to calculate the average money-wages received by each laborer, we have 
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that this rate was thus altogether irrespective of the indus- 
trial quality, the skill, energy, temperance, frugality, of 
the laboring population at the time; that this rate was 
also irrespective of the efforts of the laboring class, as 
a body or individually, to better their own condition, it 
being explicitly taught that no less than the whole amount 
of possible wages would or could be disbursed under the 
law of competition,* and that, consequently, if the laborer 
did not seek his interest, his interest would seek him, and 
would find him.t 

I confess that it seemed to me that to demonstrate that 
the measure, or, if you will, the limit, of possible wages is 
to be found in the estimated value of the product; that, 
as the product is immediately affected by the industrial 
quality of the laborer, wages cannot be uninfluenced by 
anything that affects the industrial quality of the popula- 
tion ; that, again, the rate of wages cannot be irrespective 
of the efforts of the laboring class, as a whole or individ- 
ually, to improve their condition and to reach their best 
market, since, if the laborer will not seek his interest, he 
must, in greater or less measure, lose his interest,{ while, 


simply to divide the amount of this capital by the number of the laboring 
population.”” Fawcett, The Economic Position of the British Laborer. 

“The demand for labor consists of the whole circulating capital of the 
country. ... The supply is the whole laboring population.” J.S. Mill, Fort- 
nightly Review, May, 1869. 

*** That which pays for labor in every country is a certain portion of act- 
ually accumulated capital, which t be increased by the proposed action 
of government, nor by the influence of public opinion, nor by combinations 
among the workmen themselves. There is, also, in every country a certain 
number of laborers; and this number cannot be diminished by the proposed 
action of government, nor by public opinion, nor by combinations among 
themselves. There is to be a division now among all these laborers of the 
portion of capital actually there present.”” Professor A. L. Perry, Political 
Economy. 

t “If capital gets a relatively too large reward, nothing can ;interrupt the 
tendency that labor shall get, in consequence of that, a larger reward the next 
time.”’ Professor Perry. 

“*The wealth so withdrawn from wages would, in the end, and before long, 
be restored to wages.”” Cairnes, Leading Principles of Political Economy. 

¢“* If laborers and employers do not, in fact, whatever the cause, resort 
to the best market, then injuries may be inflicted on labor [or ‘on capital, and 
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on the other hand, it is often, if not always, possible for 
the laboring classes, through a more active, searching, and 
persistent competition, to secure for themselves a larger 
share of the product of industry; to demonstrate further 
that there may be in industry a gain which no man loses, 
just as there may, in a contrary case, be a loss which no 
man gains; and that thus wages might conceivably be, 
and in practice often are, enhanced without diminishing 
profits,*—I confess it seemed to me that to demonstrate 
these things, as I thought had been done in my treatise 
on the wages question, was to present something like a 
proper philosophy of wages, deserving more of recognition 
than is contained in the sentence quoted from Professor 
Sidgwick. Subsequent reflection, however, convinced me 
that this most eminent of critical writers in political 


no economical principle whatever will operate to secure redress... .If the 
blow, in its suddenness or its severity, bears more than a certain ratio to the 
power of resistance, the chances are many, human nature being what it is, 
that the wages class will succumb,— that is, that they will accept the harder 
terms imposed upon them; and, on the one hand, through a less ample or 
nourishing diet and meaner conditions, and, on the other hand, through a loss 
of self-respect and, perhaps, the contracting of distinctly bad habits, they 
will beeome unable to render the same amount and quality of service as 
before. This result being reached, not only is there not a tendency in any 
economical forces to repair the mischief, but even the occurrence of better 
times and new opportunities would not serve to restore the shattered indus- 
trial manhood.”” Walker, The Wages Question. 

*“* The human stomach is to the animal frame what the furnace is to the 
steam-engine. It is there the force is generated which is to drive the machine. 
The power with which an engine will work will, up to a certain point, increase 
with every addition made to the fuel in the furnace; and, within the limits of 
thorough digestion and assimilation, it is equally true that the power which 
the laborer will carry into his work will depend on the character and amount 
of his food. What the employer will get out of his workman will depend, 
therefore, very much on what he first gets into him... . That a large portion 
of the wage-receiving class are kept below the economic limit of subsistence 
there can be no doubt... .In cases where the subsistence of the laborer is 
below the economical maximum, a rise of wages may take place without a loss 
to profits.””» Walker, The Wages Question. Not only without a loss, but, as 
elsewhere appears, with an actual gain. The same, it is shown, may be true 
of an increase of wages, which gives the laborer more adequate clothing and 
shelter, or which increases his interest in his work, or which results in ex- 
penditures for education, cultivation, moral improvement, etc. 
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economy was right in his demand for something more 
than had then been offered, with a view to the construc- 
tion of a complete and consistent theory of the distri- 
bution of wealth; and that, while the several successive 
propositions which have been recited above were all im- 
portant, and indeed essential to such a theory, the key- 
stone of the arch still remained to be hewn from the rock 
and put into its place. 

In close connection with the sentence which has been 
quoted, Professor Sidgwick goes on to say, regarding Pro- 
fessor Jevons’s proposition,* that the wages of a laboring 
man are ultimately coincident with what he produces, 
after the deduction of rent, taxes, and the interest of capi- 
tal: “It is to be observed that it does not attempt to set- 
tle the distribution of produce between employers and 
employed, except so far as the employer’s share consists of 
interest ; that is, it does not help us to determine what 
Mill calls ‘the wages of superintendence.’ Now, it is just 
this latter that in our practical discussions usually appears 
the most prominent element of the problem. What Eng- 
lish workmen grumble at is not the rate of interest, but 
the undue extra profits which they suppose the employer 
to be making.” 

Reflecting upon the view thus presented, I came to feel 
that something more was wanted ; and, in 1883, I brought 
out, in my treatise on Political Economy, a theory of 
the origin of business profits, which it is the purpose of 
this paper more fully to state and explain. 

It is not to be disputed that, if this theory be a correct 
one, it supplies just what was lacking, and yields, in con- 
junction with well-approved theories of rent, interest, and 
wages, a complete and consistent body of doctrine regard- 
ing the distribution of wealth. It is not to be disputed 
that we have, in this view of business profits, the key- 
stone to bind together the other members of the arch in a 
symmetrical whole, spanning the entire field of distribu- 


* Theory of Political Economy, 1871. 
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tion. But it is competent to any one to dispute the cor- 
rectness of this theory regarding the employer’s proper 
share of the produce, and time has not yet been given for 
such a discussion of the doctrine as shall decide whether 
it is to be approved or rejected by the body of economists. 
The first stages of the discussion have certainly not been 
more unfavorable towards the view presented than was 
reasonably to be anticipated. 

We shall best approach our present subject by inquir- 
ing what would be the share of the produce going to the 
employer, as such,* irrespective of the proper interest on 
capital (of which the employer himself may or may not 
be the owner), in case the body of employers constituted 
a distinct class, either naturally or artificially defined, 
all of whose members were equal among themselves in 
the point of business abilities and business opportunities. 
Let our hypothesis be clearly understood. We assume, 
first, that there is in a given community a number of 
employers, more or fewer, who alone are, by law or by 
custom, permitted to do the business of that community 
in banking, in manufacturing, in trade, in transportation, 
or else who are so exceptionally gifted and endowed by 
nature for performing this industrial function that no one 
not of that class would aspire thereto or would be con- 
ceded any credit or patronage should he so aspire. Sec- 
ondly, we assume that neither in point of ability nor of 


*In his Principles of Political Economy (1883), Professor Sidgwick says 
(p. 340) that his attention was first called to this distinction by my work on 
Wages (1876). But the distinction was clearly drawn by my father, the late 
Amasa Walker, in his Science of Wealth, published in 1866; while the French 
writers have always recognized profits and interest as separate shares in dis- 
tribution. J. B. Say treated Adam Smith’s neglect of the entrepreneur as 
creating a serious hiatus. All of Say’s successors down to Courcelle-Seneuil 
have dwelt strongly on the importance of that industrial function. That in 
England, where the ‘‘ master of industry ” has developed in his fullest pro- 
portions and his largest dimensions, this function should have been habit- 
ually overlooked, will always seem very strange. The fact goes far to justify 
Professor Jevons’s remark, that, in the matter of wages, ‘‘our English 
economists have been living in a fool’s paradise.”” ‘The truth,’ he adds, 
“is with the French school.” 
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opportunity has any one member of this class an advan- 
tage as against another, each being the precise economic 
equivalent of every other,—all being, we might say, 
exact copies of the type taken, whether that should in- 
volve a very high or a comparatively low order of indus- 
trial power. 

Now, in the case assumed, what would be true of busi- 
ness profits, the remuneration of the employing class? 
I answer that, if the members of this class were few, they 
might conceivably effect a combination among themselves ; 
and, through possessing a natural or artificial monopoly 
of a force absolutely indispensable to the conduct of 
industry, they might fix a standard for their own remun- 
eration, which should be the price for which they would 
consent to carry on the business of that community. If, 
however, the community were a large one, and if the 
business class, as we have defined it, were numerous, such 
a combination to determine profits would be impracticable. 
Rivalry, jealousy, greed, personal quarrels and pique, or 
suspicion of foul play would soon break up the most elab- 
orate scheme ; and the members of the business class would 
begin to compete with each other. From the moment 
competition set in, it would find no natural stopping place 
until it had reduced profits to that minimum which, for 
the purposes of the present discussion, we call nil. 

What, in the case supposed, would be the minimum of 
profits? I answer: This would depend upon an element 
not yet introduced into our problem. The ultimate mini- 
mum would be the amount of profits necessary to keep 
alive a sufficient number of the employing class to trans- 
act the necessary business of the community. Whether, 
however, competition would force profits down to this 
low point would depend on the ability or inability of the 
members of the employing class to escape into the labor- 
ing class. We have supposed that laborers could not be- 
come employers; but it does not follow that employers 
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might not become laborers and earn the wages of laborers, 
in case their remuneration as employers should be re- 
duced by competition below the current rate of wages. 
If we supplement our hypothesis by assuming that the 
body of employers have such an industrial resort or 
escape, we should then have the minimum rate of profits 
determined by the current rate of wages; and it would 
come about that an employer would receive a remunera- 
tion equal to that which he might be able to earn asa 
laborer. Less than this he would not receive, because 
he would prefer to serve in the other capacity. More 
than this he would not receive, because the unceasing 
competition of his fellows would wrest from him every 
fraction of any excess that might remain. It would not 
matter in the least that the services which the employer 
rendered were, in his view or anybody else’s view, of a 
more highly intellectual character or morally more de- 
serving than those rendered by the laborers. We are 
accustomed to the spectacle of work involving moré 
than ordinary moral and intellectual qualifications, and 
even work absolutely indispensable to the life and health 
of others, compensated at rates far lower than those paid 
for some mere knack or skill or physical adaptation to 
the rendering of a service demanded only by a whim or 
fancy of the consumer, which may even be positively del- 
eterious to health or character. It is all a question of 
supply and demand; and, in the case assumed, the re- 
muneration of the employing class, whatever their moral 
or intellectual qualifications, as compared with those of 
the rest of the community, would infallibly be reduced 
through the normal effect of competition to a level with 
the remuneration of the laboring class. It would then 
become a matter of economic indifference whether any 
man served the community as laborer or as employer. In 
this event, profits would become nil; that is, there would 
be no profits as distinguished from or preferred to wages. 
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Leaving now our imaginary society, and returning to 
the actual world of industry, do we find anything corre- 
sponding to the result we have last reached? Do we find 
employers of labor earning profits which are no greater 
than the wages of labor? I answer that in every large 
community there are many such employers ; and in every 
branch of business in a large community there are some 
such employers,— men who, by their conduct of the in- 
dustrial enterprises of which they have come, no matter 
how, into control, realize no remuneration greater than 
that received by the laboring class.* 

Indeed, we may take a step beyond, and say that in 
every large community there are many employers, and in 
every branch of business some employers, whose conduct 
of business results only in loss. What with the initial in- 
vestment of the employer’s own inherited or previously 


*At this point, my argument comes very close to that of Professor 
Arthur Hadley, in his article on ‘‘ Profits”’ in Lalor’s Cyclopedia of Political 
Science, which, though published later than my treatise of 1883, was yet 
written independently of it. Indeed, our lines of reasoning are nearly parallel 
throughout. Professor Hadley says: ‘“‘The minimum of net profits (i.e., 
throwing out interest) is roughly determined in the same way as the minimum 
of wages. The business man, like the workman, must make a living accord- 
ing to his own standards of comfort and decency. But the application of this 
principle to profits is less simple than its application to wages. In the latter 
case, we have a large body of men ready to work for a certain remuneration, 
but liable to become a burden on society if the pay sinks below that amount, 
In business, the margin of difference between what will induce men to begin 
and what will compel them to stop, is far greater. No man will begin business 
unless he expects to make more as a capitalist [qu. employer?] than he was 
previously earning as book-keeper or foreman. But, once engaged in business, 
he cannot go out of it when he fails to make the expected profit, without 
sacrificing a great part of his invested capital and losing the chance of ever 
again doing business on the same terms. ... Thus, we have not a fixed, but a 
varying, minimum: in times of expanding credit and increasing production 
on a level with the wages of a superintendent, foreman, or head clerk, in the 
same industry ; in times of diminished credit and production falling away to 
nothing, or less than nothing. ... Now, the price of goods is approximately 
determined by the cost of production of those produced at the greatest disad- 
vantage ; that is, by men earning this minimum of profits. . . . Skill in organ- 
izing labor, quickness in utilizing improvements, and sagacity in foreseeing 
high prices are qualities which give the capitalist [qu. employer ?] the power 
of raising his own profits almost indefinitely above the minimum.” 
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accumulated means; what with the loan of funds by 
friends or relatives ; what with the discount of commercial 
paper, under more or less of uncertainty as to the financial 
standing of drawers or indorsers ; what with credit given 
by dealers for materials or supplies, and in a less degree 
by laborers for their work rendered,— it happens not infre- 
quently that men carry on large business, not only with 
no resulting profit, but at an actual loss to themselves or 
to others. 

Just above the grade of employers we have described 
are found many employers in every large community, and 
some in every branch of business, who realize, at best, 
but very moderate profits. Even at the end of a long 
career, these men are found to have accumulated little or 
nothing. They have, indeed, lived more comfortably 
than the more favored of the wage-receivers; but for 
this they have paid a high price in perpetual anxiety 
concerning the state of the market, in frequent fears of 
commercial misfortune, and perhaps at times in much 
embarrassment and much humiliation. All things con- 
sidered, their economic condition has been little, if any, 
superior to that of the better members of the hired class, 
—such as book-keepers, cashiers, clerks, superintendents, 
or overseers. Even if we threw out of account those 
who realize literally no profit at all, or sustain an actual 
loss, we should still have, in the grade of employers at 
present under consideration, a class whose profits might, 
for the purposes of the present discussion, be taken as 
nil,— amounting, that is, to little, if anything, more than 
the same persons might hope to receive in the employ of 
others, and that, too, with much less of mental pressure 
and nervous wear and tear. Taking our stand on this 
line, we see the body of employers, viewed with respect 
to the remuneration received for the conduct of business, 
rising upwards by insensible gradations, but through long 
distances, until we come to those rarely gifted masters of 
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industry who are capable of managing the largest enter- 
prises with uniform success, and who seem to turn every- 
thing they touch into gold. Looking at the better em- 
ployers of whatever grade,* whether the shrewd, strong, 
sensible, watchful men of business who achieve a decided 
success, or the sagacious, resolute, and daring spirits who 
are by all recognized as masters in their respective trades 
or avocations, or the men with a high genius for com- 
mercial combinations, with a great power over the minds 
and wills of others, and with an insight into the state of 
the market and the conditions of trade which approaches 
foresight, we note that they pay wages, as a rule, equal 
to those paid by those employers who realize no profits 
or even sustain a loss; and that, indeed, if regularity of 
employment be taken, as it should be, into account, the 
employers of the former class pay really higher wages 
than the latter class. We note, further, that the success- 
ful men of business pay as high prices for materials and 
as high rates of interest for the use of capital, if the 
scale of their transactions and the greater security of 
payment be taken, as it should be, into account. 

Whence, then, comes the surplus which is left in the 
hands of the higher grades of employers, after the pay- 
ment of wages, the purchase of materials and supplies, 
the repair and renewal of machinery and plant? I an- 
swer, This surplus, in the case of any employer, repre- 


*The French writers in economics have, with much insight and skill, 
characterized the successful employer of business. See the article ‘‘ Entrepre- 
neurs ” in Sandelin’s Répertoire Général d’ Economie Politique, also the article 
“Entrepreneur d’Industrie”’ in Coquelin and Guillaumin’s Dictionnaire de 
U’ Economie Politique. M. Dunoyer, in his Liberté du Travail, has given a strik- 
ing picture of the ideal employer. M. Joseph Garnier says, ‘‘ L’entrepreneur 
est l’agent principal de la production; il y consacre son activité; il y sacrifie 
son repos; il y aventure son avoir ainsi que les capitaux d’autrui; il peut y 
compromettre sa réputation et son honneur.’’ M. Courcelle-Seneuil, in his 
Opérations de Banque, has thus grouped the qualities of the successful captain 
of industry: ‘‘Du jugement, du bon sens, de la fermeté, de la décision, une 
appréciation froide et calme, une intelligence ouverte et vigilante, peu 
d@’imagination, beaucoup de mémoire et d’application.”’ 
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sents that which he is able to produce over and above 
what an employer of the lowest industrial grade can pro- 
duce with equal amounts of labor and capital. In other 
words, this surplus is of his own creation,* produced 
wholly by that business ability which raises him above 
and distinguishes him from the employers of what may 
be called the no-profits class. 

This excess of produce has not, speaking broadly, been 
generated by any greater strain upon the nervous or mus- 
cular power. Indeed, it may, as a rule, be confidently 
stated that, in works controlled by men who have a high 
power of administration and a marked degree of execu- 
tive ability, where everything goes smoothly and swiftly 
forward to its end, where emergencies are long foreseen 
and unfavorable contingencies are carefully guarded 
against, where no steps have to be retraced, and where 
nothing ever comes out wrong end foremost, there is 
much less nervous and muscular wear and tear than, in 
works under inferior management. The excess of prod- 
uce which we are contemplating comes from directing 
force to its proper object by the simplest and shortest 
ways; from saving all unnecessary waste of materials and 
machinery; from boldly incurring the expense — the 
often large expense—of improved processes and appli- 
ances, while closely scrutinizing outgo and practising a 
thousand petty economies in unessential matters; from 
meeting the demands of the market most aptly and in- 
stantly ; and, lastly, from exercising a sound judgment 
as to the time of sale and the terms of payment. It is 
on account of the wide range among the employers of 
labor, in the matter of ability to meet these exacting con- 


***The earnings of management of a manufacturer represent the value 
of the addition which his work makes to the total produce of capital and 
industry.”” The Economics of Industry, by Professor Alfred and Mrs. Mary 
P. Marshall. If this remark is to be taken literally and strictly, I do not see 
why it does not express precisely the same view of the source of profits as is 
here sought to be set forth. In that case, I gladly yield all claim to priority 
in its statement. 
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ditions of business success, that we have the phenomenon 
in every community and in every trade, in whatever state 
of the market, of some employers realizing no profits at 
all, while others are making fair profits; others, again, 
large profits ; others, still, colossal profits. Side by side, 
in the same business, with equal command of capital, 
with equal opportunities, one man is gradually sinking a 
fortune, while another is doubling or trebling his accumu- 


lations.* 

Assuming, for the present, the correctness of this view 
of the origin of profits, let us proceed to inquire how the 
employer’s remuneration, thus determined, stands related, 
first, to the price of produce, and, secondly, to the wages 


of labor. 

Well-approved principles of political economy will not 
allow us to question that in this view profits do not enter 
at all into the price of produce. The normal price of any 
kind of goods is determined by the cost of that last con- 


*Sandelin’s Répertoire enumerates five chief means by which the employer 
may increase his profits, as follows : — 

“1, A vendre ses produits & un prix supérieur & celui qu’ils cofitaient 
autrefois; s’il ne réussit pas sur son marché, il pourra peut-Ctre réussir sur un 
autre, oll les prix seront plus ¢levés. 

“2. A perfectionner des travaux au point qu’en réduisant le nombre de 
ses ouvriers, les capitaux engagés, la consommation des matiéres premieres, 
et celle des instruments et outils, il puisse continuer & produire toujours la 
méme quantité. 

**3, A se procurer les matiéres premitres & meilleur marché, ou & em- 
ployer des matitres d’un prix moins élevé. 

“4, A diminuer, s’il le peut, les salaires, le fermage, et l’intérét des 
capitaux qu’il emploie. 

“5, A abréger le temps qui s’écoule entre les premiéres dépenses de l’entre- 
prise et l’époque de leur remboursement, en accélérant les travaux, parce 
qu’ainsi il peut faire des économies sur l’intérét de capital circulant.” 

Of these means of increasing profits, the editor writes : — 

“Tl est évident qu’aux moyens d’augmenter le profit des entrepreneurs, 
moyens que nous avons énumérés No. 1 et 4, est attaché un désavantage pour 
les acheteurs et les ouvriers ; mais les autres moyens sont d’une utilité générale, 
et ce sont aussi les plus sis.” 

It may be added that, on the assumption of perfect competition, the 
entrepreneur would not be able to wrest any undue advantage from either the 
consumer or the workman by the means numbered 1 and 4. 
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siderable portion of the supply which is produced at the 
greatest disadvantage. Wheat is raised on some farms at 
a cost of two shillings a bushel; but this wheat is not, 
therefore, sold at two shillings, nor does it even tend to 
be sold at that price. Ifthe demand for wheat is so great 
as to require a portion of the supply to be raised and 
brought to market from soils so poor or from regions so 
distant as to involve a cost of six shillings, all the wheat 
in the market will be sold at that price; and those who 
produce it at a relative advantage will derive a profit 
which, as in this case, issuing from land, we call rent. 

Likewise the cost of maintaining the employers of the 
lowest industrial grade necessarily enters into the normal 
price of produce. But we have already noted that the 
remuneration or means of subsistence of this class of em- 
ployers would, under full competition, not exceed the 
remuneration of the same persons if themselves employed 
by others; and profits not in excess of wages we have 
agreed to consider no profits at all, The cost of that por- 
tion of the necessary supply which is produced under the 
direction of employers of this class fixes the price of the 
whole supply ; and those who produce at a relative advan- 
tage have left in their hands a surplus, after paying 
wages, interest, and rent, at rates equal, all things taken 
into account, to those which are paid by employers who 
realize no gain for themselves. 

That profits are not obtained by deduction from wages 
is equally clear, when we consider that the most successful 
employers pay as high wages as the employers who realize 
no profit. Indeed, as we saw, a preference, not always a 
slight preference, exists on the side of the more successful 
men of business, since the greater continuity of employ- 
ment and the greater security of payment constitute a 
virtual addition to wages. 

It will be seen that, in the view here presented of the 
origin and the measure of profits, this form of industrial 
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remuneration is closely assimilated to rent.* This I be- 
lieve to be the true explanation of business profits. 
Under free and full competition, the successful employers 
of labor would earn a remuneration which would be ex- 
actly measured, in the case of each man, by the amount of 
wealth which he could produce, with a given application 
of labor and capital, over and above what would be pro- 
duced by employers of the lowest industrial, or no-profits, 
grade, making use of the same amounts of labor and cap- 
ital, just as rent measures the surplus of the produce of 
the better lands over and above what would be produced 
by the same application of labor and capital to the least 
productive lands which contribute to the supply of the 
market, lands which themselves bear no rent. 

If the view here presented be a correct one, it will ap- 
pear that it is for the interest of the community, particu- 
larly of the wages class, that the conduct of industrial 
enterprises should be restricted to men of distinct, decided 
business ability. As, in rent, any lowering of the margin 
of cultivation, bringing into use lands of a smaller net 
productiveness, increases the cost of production of that 
last necessary portion of the supply which fixes the price 
of the whole crop, and does thereby enhance the propor- 
tion of the produce which goes to the land-holding class 
as rent, so, in profits, we see that to commit the conduct 
of business to an inferior order of men, having, so to 
speak, smaller net productiveness in the use of labor and 
capital, is to enhance the cost of that last necessary por- 
tion of the supply which determines the price of the 
whole stock, and is thus to increase the share of the 
product of industry going to the employers of higher 


grades, as profits. 


*In an obscure note to one of the appendices to Archbishop Whately’s 
treatise on Logic, I find the remark that the rent of land is only a species of 
an extensive genus, although, as he complains, the English economists have 
treated it as constituting a genus by itself, and have either omitted its cognate 
species or have included them with genera to which they do not properly 
belong. This remark contains the germ of the theory of profits which I have 
here advanced. 
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If this be correct, we see how mistaken is that opinion 
too often entertained by the wages class, which regards 
the successful employers of labor —men who realize large 
fortunes in manufactures or trade—as having in some 
way injured or robbed them, while extending to the less 
successful or altogether unsuccessful employers of labor a 
considerable degree of sympathy. So far as such sympa- 
thy springs from a natural kindness of feeling and a dis- 
position to take the part of the unfortunate, it is right 
and commendable. So far, however, as it is of an eco- 
nomic origin, growing out of the belief that the employers 
of the higher class have made their large profits at the 
expense of their laborers, it is both mistaken and mis- 
chievous. The men who do business at the cost of the 
working classes are the men who do business poorly: 
first, for the reason that we have stated,— namely, that 
it is the lowest grade of business ability that determines 
the price of the produce; and, secondly, because incompe- 
tence in the conduct of business enterprises has much to 
do with bringing about those shocks to credit, disturb- 
ances of production, and fluctuations of prices from which 
the community as a whole, but particularly the working 
classes, suffer so greatly. The first interest of the com- 
munity is that business shall be well done,—done with 
energy, efficiency, and economy; done with prudence, judg- 
ment, and foresight. Anything which lowers the charac- 
ter of the business class in these respects works serious 
injury to all classes of producers, and especially to that 
class which is, in the nature of the case, under the greatest 
economic disadvantage at the start.* 

Many things tend to allow incompetent persons to 
force themselves into the control of business, and to main- 


*“* est faute de bien se rendre compte de toutes ces circonstances et 
d’avoir une idée bien arrétée sur les lois des variations des profits et des 
salaires, et sur l’importance et les droits réciproques du capital, du travail, et 
du talent dans la répartition que les classes ouvriéres ont souvent été conduites 
& voir de mauvais cil le succés des entrepreneurs et 2% considérer les profits et 
les bénéfices comme acquis & leur;dépens.’’ Joseph Garnier, 
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tain themselves there at the expense of the general com- 
munity. “Protection,” in my opinion, does this. The 
practice of “Truck,” or the payment of wages in kind, 
unquestionably has this effect, enabling men who could 
never earn a legitimate profit to extort a fraudulent profit 
from their hands. Slavery, of course, allowed and en- 
couraged incompetence, shiftlessness, and wastefulness in 
the conduct of business; and it was quite as much the 
character of the employing class as the inferior quality of 
chattel labor which brought about the wretched industrial 
results obtained under that system. Bad money is a fruit- 
ful cause of the downward extension of the employing 
class,* lowering the margin of production in this respect, 
thereby enhancing the cost of that last necessary portion 
of the supply which determines the price of the whole, 
and thus increasing, uselessly and to the loss of the com- 
munity, the profits of the employing class. Another im- 
portant class of causes which produce, in greater or less 
degree, the same mischievous result, relate to the collec- 
tion of debts and the penalties for commercial delinquency 
or insolvency. Whether it be shilly-shally laws respect- 
ing bankruptcy, or bad judicial machinery for the deter- 
mination and enforcement of commercial obligations, or 
a dishonest or maudlin public sentiment regarding the 
unfortunate debtor, the effect is the same. Men who for 
the general good should be relentlessly thrown out of the 
conduct of business and remitted to subordinate positions 
in the industrial organization, are allowed to hang miser- 
ably on to their mistaken career. Finally, ignorance, 
inertness, and improvidence on the part of the working 
classes greatly increase the opportunities for incompetent 
men to crowd themselves into the control of labor and 
capital, and to conduct industrial enterprises at the cost 
of the general community. 


* “* Between 1860 and 1870, the number of persons engaged in trade and 
transportation in the United States had increased by 44 per cent., while the 
population had increased but about 22 per cent.’’ Walker, Some Results of 
the Census of 1870. 
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Here, again, we see an occasion for labor to win a larger 
share of the produce without any injury to industry, and, 
indeed, directly through an improvement in the average 
quality of the industrial enterprises of the community. 
Here, again, we find an illustration of the principle that 
the economic condition of the laboring class is very largely 
put into their own hands, to deal with as they shall please, 
or rather as they shall will to do. 


Such, in rude outline, is my view of business profits. 
We have here a theoretical determination and delimita- 
tion of the remuneration of the employing class, which is 
perfectly self-consistent and rational, and which, if ap- 
proved by economic opinion as properly and fully account- 
ing for the industrial facts with reference to which our 
hypothesis was constructed, gives us all that was lacking 
towards the theoretical determination of wages. 

First. Rent is to be deducted from the produce of 
industry, its amount to be determined by the Ricardian 
formula, with more or less of remission, in fact, from land- 
lord to tenant, under the influence of custom or kindly 
feeling, as these causes may be found to operate. 

Secondly. Interest is to be deducted as the remunera- 
tion for the use of capital, its amount being determined 
by the relation of supply and demand, but always tend- 
ing, through the operation of a natural law on which all 
economists, from Adam Smith down, have delighted to 
dwell, towards a minimum,—the minimum, in the case of 
interest, being that rate which will induce the possessors 
of wealth to refrain from consuming it for the immediate 
gratification of their tastes and appetites, and to save and 
store it up to the extent of making good the waste and 
wear of the existing stock of capital and of answering 
the demands for the enlargement of that stock to meet 
new occasions for productive expenditure. This condi- 
tion may imply, in one state of society, an interest rate 
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of eight per cent.; in another, of five; in another, of 
three. But, whenever the rate is eight per cent., it con- 
tinually tends to become five; and, whenever it is five, it 
continually tends to become three, inasmuch as the occa- 
sions for an increased expenditure of wealth for produc- 
tive uses are certain to be soon transcended, at any given 
rate of interest, by the rapid accumulations of capital, 
which go forward by geometrical progression. 

Thirdly. There is to be deducted profits, the remu- 
neration of the employing class, determined, as we have 
seen, by principles closely analogous to those which deter- 
mine rent. In this view, profits constitute no part of 
the price of goods, and are obtained through no deduc- 
tion from the wages of labor. On the contrary, they are 
the creation of those who receive them, each employer’s 
profits representing that which he has produced over and 
above what the employers of the lowest industrial grade 
have been able to produce with equal amounts of labor 
and capital. 

After these three successive deductions, there remains 
wages. This is the residual share of the product of indus- 
try,— residual in this sense, that it is enhanced by every 
cause which increases the product of industry without giv- 
ing to any one of the other three parties to production a 
claim to an increased remuneration, under the operation of 
the principles already stated ; residual in the sense that, 
even if any one or all of the other parties to production be- 
come so engaged in any given increase of the product as 
to become entitled to an enhanced share in its distribution, 
their shares still remain subject to determination by posi- 
tive reasons, while wages receive the benefit of all that is 
left over after the other claimants are satisfied. 

Now, granting the correctness of the analysis here 
offered, it is demonstrable that the product of industry 
may be increased without enhancing the share of all or of 
any of the other parties to distribution; and, even when 
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the other shares are enhanced, it is possible and even 
probable that, on the assumption of perfect competition, 
the increase of product resulting from the introduction 
of any new force into industry will be greater than the 
sum of the increments by which rent, interest, and profits 
shall have been enhanced. If this be so, then the wages 
class receive a benefit from any increase of the product of 
industry corresponding to that derived by the residuary 
legatee whenever the total value of the estate concerned 
is ascertained to have been, or by some unanticipated 
cause becomes, larger than was in contemplation of the 
testator when the amounts of several specific bequests 
were determined upon. 

Thus, to take the simplest possible case, let us say that 
the line az 





“. b Cc d i smsonccsy 

represents the amount of the production of a given coni- 
munity. Of this total, az, let ab represent the share going 
to the land-holding class as rent; dc, the remuneration of 
the capitalist class, under the name of interest; dz, the 
portion of the produce paid in wages; and, by conse- 
quence, ed, the part retained by the employing class as 
profits. Let it now be supposed that an instantaneous 
improvement takes place in the industrial quality of the 
laboring class, by which they become so much more care- 
ful and painstaking, more adroit and alert, more observant 
and dexterous, as to effect a saving in the materials used 
in each and every stage of production, with a resulting 
increase of ten per cent. in the finished product over 
what had been accomplished by more wasteful, clumsy, 
heedless operatives. This assumption is certainly not an 
unreasonable one, as regards the extent of the possible 
saving to be effected through even a slight improvement 
in the industrial quality of a laboring population. The 
total product will then be represented by the line ay. 
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Our question is, To whom will go that portion of the 
produce which is represented by the dotted line zy, under 
the normal operation of economic forces? 

I answer, If our analysis of the source of business profits 
is correct, this will go to the laboring class in enhanced 
wages. 

Let us see. To whom else should it go? To the land- 
lord class, in higher rents? No, clearly not, since the ma- 
terials employed in production have not been increased, 
but the gain to production results from a better economy 
of materials, in kind and amount as before. Hence, no 
greater demand is made upon the productiveness of the 
soil; hence, cultivation is not driven down to inferior 
soils ; hence, rents cannot be enhanced, rent representing 
only and always the excess of produce on the better soils 
above that of the soils of the lowest net productiveness 
under cultivation. The line ad, therefore, remains un- 
changed. 

Shall the line be show any change? Shall all or any 
part of the gain zy go to the capitalist class as interest? 
Again, no. An improvement in the industrial quality of 
the laboring class does not necessarily increase the amount 
of tools and supplies required in production. On the con- 
trary, neat, intelligent, careful workmen require even 
fewer tools than ignorant, slovenly, heedless workmen, to 
perform the same kind and amount of work, since in the 
case of the former there will be a smaller proportion at 
any time broken or dulled or from any cause awaiting re- 
pair. Since, then, there is no greater demand for capi- 
tal in the case supposed, there can be no increase in the 
rate or amount of interest; and the line be will there- 
fore not be lengthened. 

Will the whole or any part of zy go to the employing 
class, as increased profits? If we have correctly discov- 
ered the source of business profits, this will not be the 
case. An improvement in the industrial quality of a 
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given body of workmen would not necessarily require any 
increase in the number of employers; hence, would not, 
could not, enhance the aggregate amount of profits. On 
the contrary, an improvement in the industrial quality of 
the laboring class would tend, and would tend strongly, 
to raise the standard of business ability in the employing 
class; to drive out the more incompetent, thereby raising 
the lower limit of production in this respect, and thereby 
reducing the aggregate amount realized as profits. 

We see, therefore, that the line ed will not be increased, 
in the case supposed; and, as we have proved the same 
respecting ab and be successively, the whole of zy must 
go to lengthen the line dz, representing the amount pre- 
viously received by the laboring class as wages. 

We have thus far, for convenience of reasoning and sim- 
plicity of illustration, assumed that the economic effects of 
the improvement in the industrial quality of the body of 
laborers in view are confined to an increase in the amount 
of the finished product through a diminution in that ele- 
ment of waste which enters into all production of wealth. 
The same argument would hold good of an improvement 
in the industrial quality of the laboring population which 
should result in the production of goods of equal bulk 
and weight, but of a greater value through a higher qual- 
ity, a more perfect finish, a nicer adaptation to the wants 
of the community. Not only is such an increase in the 
value of the product, which does not increase the amount of 
materials taken from the soil and hence has no tendency 
to enhance rents, possible, but instances of this charac- 
ter are, more than any other, representative of the modes 
of production in communities of a rapidly advancing civil- 
ization.* In all such cases, the increase of value due to 


*“* Here is a pound of raw cotton, the production of which makes a certain 
demand, or drain, upon the land. To that cotton may be applied the labor 
of one operative for half an hour, worth, say, five cents. Successive demands 
for the production of wealth may lead to the application of, first, a full hour’s 
labor, then of two hours’, then of three, four, or five, finer and finer fabrics 
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the improvement in the industrial quality of the laboring 
classes would, under the principles laid down in this 
paper, go, entire, to the laborers themselves, granted only 
perfect competition. 

But such an improvement in industrial quality would 
probably be followed, sooner or later, by an actual in- 
crease in the amount of material employed. In this case, 
what would be the distribution of the produce? The in- 
crease would no longer go entire to re-enforce wages. A 
larger amount of materials being used, a greater demand 
would be made thereby upon the productive powers of 
the soil; the lower limit of cultivation would be pushed 
downwards, a longer or a shorter distance, to supply 
the increased demand; and rent would be enhanced, as 
in all prosperous and progressive countries it certainly 
tends to be. But can any one believe* that all the in- 
crease in the total product would go to increase rent, or 
even that rent would be increased more than in the pro- 
portion of the increase in the total product? If not, 
then, the portions reserved as interest and profits remain- 


being successively produced, until, at last, the pound of cotton has been 
wrought into the most exquisite articles. ... Here is the rude furniture of a 
laborer’s cottage, worth, perhaps, $30. The same amount of wood may be 
made into furniture worth $200 for the home of the clerk, or into furniture 
worth $2,000 for the home of the banker. The steel that would be needed to 
make a cheap scythe, worth eighty cents, may be rendered into watch springs 
or surgical and philosophical apparatus worth $100 or $200.... A gentleman 
of means goes to Delmonico’s, and pays $2, $3, or $5 for a dinner, which makes 
no heavier drain upon the productive essences of the soil than a dinner of 
corned beef and cabbage for which the laborer pays twenty-five cents... . 
Our gentleman, before dining, had perhaps been measured for a pair of 
boots for which he was to pay $12 or $15, yet containing no more leather and 
so making no more draught upon the productive essences of the soil, in the 
way of nourishing the animal from which the leather was cut, than the la- 
borer’s $3 pair of ‘stogies.’ He had also ordered a suit of clothes for $60 or 
$75 at his tailor’s, no thicker, no warmer, containing no more fibre, than the 
laborer’s $15 tweeds.”” Walker, Land and its Rent. 

*T ask, Can any one believe this? Mr. Henry George has certainly shown 
the marvellous capacity, or the capacity for the marvellous, needed for such a 
belief. His fundamental economic proposition is that ‘‘ the ultimate effect of 
labor-saving machinery or improvements is to increase rent without increasing 
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ing unchanged, the share of the laboring class must be 
increased. 

But suppose, again, that the improvement in the indus- 
trial quality of the laboring class is carried to such a 
degree as to qualify them to use a higher order of tools, 
more complicated, more delicate, and hence more expen- 
sive, than before. Here we should have an increased 
demand for capital; and, by consequence, supply remain- 
ing for the time the same, interest would be increased. 
But can any one believe that the capitalist class would 
receive all, or even for any long period the greater part, 
or, in permanency, even any considerable part, of the re- 
sulting gain to production? On the contrary, it seems to 
me too clear to require formal argument, that the main 
advantage of such an improvement in the industrial qual- 
ity of the laboring class will be at once appropriated by 
that class in higher wages; and that, in the course of 
time, the whole of that advantage must be so appropri- 
ated, the rate of interest tending, as we know, strongly 
and swiftly to decline. 

In the foregoing illustration, we see the importance of 
the ecunomic attitude which, if our analysis has been cor- 
rectly made, the laboring class occupy, as the residual 
claimants upon the product of industry. It is not fora 


wages or interest.’’ In opposition to this, I have, I think, abundantly shown 
in my treatise, Land and its Rent: — 

“*1, That an increase of production may enhance the demand for labor 
equally with the demand for land ; 

‘9. That, in fact, in those forms of production which especially character- 
ize modern society, the rate of enhancement of the demand for labor tends to 
far exceed the rate of enhancement of the demand for land ; 

‘*3,. That an increased demand for the production of wealth may, and, in 
a vast body of instances, does, enhance the demand for labor without enhanc- 
ing the demand for land in any the slightest degree, the whole effort being 
expended in the elaboration of the same amount of material ; 

‘4, That, instead of all improvements and inventions increasing the 
demand for land, as Mr. George declares, some very extensive classes of 
improvements and inventions [notably, all those which relate to the arts of 
agriculture and transportation] actually operate powerfully, directly, and 
exclusively in reducing the demand for land.” 











288 QUARTERLY JOURNAL OF ECONOMICS 


moment to be supposed that the theory of business profits 
here presented accounts for all the facts of the case; that 
the principles adduced govern the remuneration of the 
employing class without extensive qualification. I only 
present this as affording a theoretical determination of 
this share of the product of industry, upon the assump- 
tion of perfect industrial competition. I have mentioned 
some of the causes which prevent profits from being kept 
down to the limits within which such competition would 
hold them. The discussion of these and other causes 
operating to the same end might profitably be extended. 

I believe that the theory here offered accounts for the 
actual facts of business profits about as nearly as the Ri- 
cardian doctrine accounts for the actual facts of rent. 
This is all that is claimed for it. If so much be con- 
ceded, it must, I think, be seen that we have, for the first 
time since the wage-fund theory was exploded, a complete 
and consistent theoretical determination of the several 
principal shares into which the product of industry is 
divided. 

The bearing of this view of the source of business prof- 
its upon the socialist assumption that profits are but 
unpaid wages is too manifest to require exposition. That 
this view of business profits, if fully understood and ac- 
cepted by the wages class, would have a truly reconciling 
influence upon the always strained and often hostile rela- 
tions between employer and employed, cannot be doubted. 
This paper is submitted to the economists of the United 
States, in the hope that it will elicit criticism,— the more 
active and earnest, the better. If profits are not derived 
as herein stated, will not some one undertake to show 
whence they do come and by what forces they are deter- 


mined and limited as to amount ? 
Francis A. WALKER. 
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AN HISTORICAL STUDY OF LAW’S SYSTEM. 
I, 


At the death of Louis XIV., France was practically 
bankrupt. It is true, the floating debt and the capital 
represented by the rentes amounted to only about 3,000,- 
000,000 livres; but, for the statesmen and financiers of 
that day, the resources of the kingdom were inadequate 
to meet the interest charges of this debt and at the same 
time pay the ordinary expenses of the government. The 
protracted wars during the reign of the late king had 
exhausted the vitality of the kingdom. Commerce was 
prostrate, manufactures were stagnant, agriculture had 
almost been abandoned. To escape service in the army 
or starvation at home, many laborers had fled to Italy. 
Deserted farms were frequently to be met with, and there 
were vast stretches of uncultivated land where the trav- 
eller encountered neither peasants nor domestic animals. 
The credit of the monarchy was almost entirely gone. 
In pursuance of a custom of many years’ standing, the 
collection of a large part of the taxes had been farmed 
out for terms of years to individuals and to companies. 
To meet current expenses, the government had been 
obliged to negotiate with these farmers of the revenue 
for advances upon the taxes which they had the legal 
right to collect; and thus many of the important sources 
of revenue had been anticipated for several years. 

Various forms of government notes and obligations 
were in circulation. Some of these had been issued in a 
regular manner, and some were practically certificates of 
indebtedness issued from the bankrupt offices of different 
branches of the revenue service. Double-entry book-keep- 
ing had not as yet been introduced by the government, 
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and no person knew the full extent of the government 
debt or the form in which it stood. Such patent oppor- 
tunities for cheating had not been neglected; and the 
misery of the situation was aggravated by a large propor- 
tion of fraudulent paper, which circulated in the market 
among the various evidences of government indebtedness, 
and thus increased the government discredit. Notes is- 
sued by royal authority, which it was ordained by the 
Council of State should pass vurrent between individuals, 
were, by the same authority, declared not to be available 
for payment of dues to the government. Little more 
confidence could be placed in the coin of the realm. The 
theory prevailed that the effigy of the reigning monarch 
and the denomination stamped upon the piece of metal 
which circulated as coin were what gave it value. The 
number of livres in the mare of gold or silver could be 
increased or diminished at the will of the ruling monarch. 
Theoretically, it was possible to call in all the coin of the 
State, and to reissue the same pieces of metal at a higher 
rate, the State thus receiving the benefit of the nominal 
increase in value.* No measure which their ingenuity 
could devise had been left untried by the financiers of 
Louis XIV. to raise money out of the people of France. 
As a result there had been established an ingenious sys- 
tem of direct taxes, which reached the most obscure 
branches of industry and trade, which hindered pros- 


* These increases of denominational value were termed ‘‘ augmentations”’ : 
the reverse processes were known as “‘ diminutions.”” The manner in which 
they operated can be no better disclosed than by setting before the reader the 
argument used by the Parliament, in a remonstrance made to the regent, 
against a recoinage with augmentation. In this case, the citizen who brought 
coin to the mint was permitted to add to his coin, for exchange into the new 
coinage, billets d’état to the extent of two-fifths of the amount of the coin. 
The result of this proceeding was stated to be substantially as follows: An 
individual carries to the mint 125 mares of silver, which, at the rate of 40 livres 
to the marc, make 5,000 livres. He also brings 2,000 livres in billets d’état. 
He receives in new coin 7,000 livres, which, at the rate of 60 livres to the mare, 
weigh only 116 2-3 mares. He loses 8 1-3 mares on the 125 mares which he 
brought, and all his notes. 
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perity, which even drove the laboring people over the 
border. 

It is not to be wondered at, that with such a legacy of 
misery, the regent was forced to discuss the propriety 
of repudiating the State debts. This step, however, he 
declined to take openly, although many of the operations 
to which he actually resorted were of the same nature. 
The outstanding obligations of the government which 
were of the character of demand debts were called in. 
Some of them were cancelled. Others were arbitrarily 
reduced in amount. In place of the old evidences of 
debt, new notes called billets d’état for 250,000,000 livres, 
uniform in character and bearing four per cent. interest, 
were issued.* The process of inspection and cancellation 
was known as the “ Visa,” and was carried on under the 
management of the Paris Brothers, who were afterwards 
prominent in their opposition to Law. All those who had 
dealt with the government or who were suspected ,of 
usury were compelled to disclose their affairs, and were 
subjected to arbitrary amercements of their property by 
the order of a “Chamber of Justice,” composed of impor- 
tant government officials. Proceedings of this nature 
were not calculated to restore confidence on the part of 
capitalists. Yet the bare-faced corruption which had pre- 
vailed during the latter days of the preceding reign some- 
what mollified popular judgment ; and when the regent in 
various ways made feeble efforts to remove the trammels 
from trade, to encourage labor, to systematize taxation, 
and to relieve the State from the burden of payments 
largely absorbed in support of the privileged classes 
through pensions and offices, the fact that these steps 
were in the right direction was felt and appreciated. 


* There can be no doubt that the title ‘‘ billets d’état”’ was first specifically 
applied to this issue of notes. Yet so competent an authority as the Baron de 
Nervo speaks of the government obligations called billets d’état, which were 
emitted under the preceding reign. Les Finances Frangaises sous |’ Ancienne 
Monarchie, par M. le Baron de Nervo, t. ii., p. 9. 
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While the authorities were thus groping in the dark, 
seeking for some ray of light which should reveal the 
pathway to prosperity, Law appeared upon the scene. 
He was born in Edinburgh, in 1671. His father was 
a goldsmith, which in those days meant that he was also 
a banker. While Law was still a mere boy, his father 
died, leaving his family in comfortable circumstances. 
Under the guidance of his mother, Law received an 
education suitable to his station in life and to the ac- 
tivity of an intellect which even in childhood gave signs 
of its capacity. Arrived at early manhood, he drifted to 
London, where he led a career of dissipation, which cul- 
minated in 1694 in a duel, in which he killed his oppo- 
nent. He was thereupon tried for murder, convicted, and 
sentenced to death. Pending certain legal proceedings 
subsequent to the sentence, he escaped from prison, and 
fled to Amsterdam. While there, he is said to have de- 
voted himself to a study of the Bank of Amsterdam, 
which was then at the height of its prosperity, and it is 
supposed that he learned the secrets of its mysterious 
management. In 1705, he submitted to the Scotch Par- 
liament a plan for a land-bank. This scheme was pub- 
lished under the title “ Money and Trade Considered.” * 
The land-bank did not meet with favor at the hands of 
the Scotch Parliament ; and Law, shortly after submitting 
it, became a rover upon the continent of Europe. He is 
reported to have passed several years travelling from 
place to place, during which time he amassed a fortune 
by gambling and by fortunate speculations. His brain, 
meanwhile, was teeming with schemes of credit which 
should revolutionize trade and make the fortune of what- 


* John Briscoe, in 1696, unfolded a scheme for a land-bank in a publication 
entitled A Discourse on the Late Fund of the Million Act, etc., together with 
Proposals for supplying their Majesties with Money, etc., by a National Land- 
bank. Law himself referred to a project submitted by ‘‘ Doctor H. C.” (Hugh 
Chamberlayne). Other schemes of a similar nature, suggested by men of spec- 
ulative temperaments, are referred to by students of the history of that time. 
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ever State should adopt them. These plans he freely 
discussed with men of power and position who would 
listen to him, thus establishing for himself a continental 
reputation as a financier who had new ideas concerning 
banks, and who was thoroughly competent to elucidate 
and defend them. While searching for some sovereign 
bold and needy enough to experiment with his theories, 
he proposed to Chamillart to establish a bank, and he 
forwarded to the Prince de Conti memorials, which, dur- 
ing the latter days of Louis XIV., were submitted to Des- 
marets.* The record of an attempt in another quarter is 
preserved through the epigrammatic answer attributed to 
Victor Amadeus of Savoy, who relieved himself from the 
perils of the experiment by saying, “I am not rich enough 
to ruin myself.” It is probable that, when Law came to 
Paris and approached the regent with his schemes, he was 
known in every capital in Europe as a brilliant financier, 
whose reasoning it was difficult to refute, but whose plans 
differed so materially from those then in vogue that he 
had not been able to find any ruler willing to adopt them. 
His success at the gaming-table and his career of dissipa- 
tion were no bar to his influence. 

Law submitted to the regent several memorials and 
letters in which he discussed the relations of money and 
credit to trade. In these papers, he referred to many of 
the banks then in existence; but it is evident that the 
banks from which he deduced most of his theories, and 
upon the example of which he relied for his plans for re- 


*Law’s works were collected and published in 1790. The name of the 
editor of this work is not given on the title-page, but M. de Senovert has gen- 
erally had the credit of it. Eugene Daire, in his Economistes Financiers du 
XVIIle Siecle, republished this work, and also several fugitive pieces by 
Law, which were not included in Senovert’s collection. In Law’s “Second 
Memorial on Banks,” p. 548 of Daire’s collection, Law says, ‘‘ It will be easy 
to prove that, if the bank had been established by M. Chamillart, when I 
had the honor to propose it to this minister, this establishment would have 
sustained the Crown and the State.’’ Page 563, he refers in a similar way to 
the papers which reached Desmarets. 
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generating France, were the Bank of Amsterdam and the 
Bank of England. The former was a bank of deposit. 
The merchant deposited a sum of money, and in return 
therefor received on the books of the bank a credit. 
The money, once in the vaults of the bank, was supposed 
to remain there permanently. Its place in the currency 
of the world was supplied by the bank credit, which had 
a quasi circulation at Amsterdam. If the merchant wished 
to make use of his credit or of any portion of it, he gave 
an order to have a transfer made upon the books of the 
bank. Coins of all sorts and of every condition were 
received on deposit, but credits were adjusted in terms of 
a fixed standard adopted by the bank. Bills of exchange 
could thus be drawn in terms which avoided the embar- 
rassments arising from augmentations and diminutions, and 
from clipped and sweated coin. Confidence in the bank 
was complete, and bank credits were more available in 
Amsterdam than coin. Special deposits were permitted in 
cases where the merchant expected soon to require the 
specific use of coin; but it is supposed that the general 
equilibrium between coin and bank credits was preserved 
through the medium of brokers, who daily dealt in bank 
credits on the Dam, and who, whenever there was a spe- 
cial demand for coin, always stood ready to purchase cred- 
its. Thus, a credit at the bank could always be converted 
into coin, and fluctuations were avoided. The Bank of 
England was based upon a different plan. Like that of 
the Bank of Venice, its foundation was government credit. 
It was organized for the purpose of lending its capital to 
the government, and thus it became a sort of fiscal agent. 
No power was given the corporation to issue bills, but it 
was assumed that it was conveyed in the general powers 
of the act under which the bank was organized. De- 
posits were received, accounts with depositors were 
opened, and the bank very soon exercised the various 
powers and performed the several functions which it has 
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continued to do to the present time. It became, in short, 
a bank of discount and circulation, which received de- 
posits from merchants and the capital of which was in 
the form of a government loan. 

The constitution and management of these and of other 
prominent European banks had convinced Law that, if 
confidence could be restored in France and the people 
could be induced to treat with a bank, as the merchants 
in Amsterdam did with their bank, the entire coin of the 
realm could be drawn into its vaults; a large amount of 
paper currency could be floated, and would be preferred 
to coin as a circulating medium; the bank, like the Bank 
of England, could act as agent of the government, and, 
if it should receive all the taxes, the credit thereby gained 
would enable it to float still more paper. The source of 
prosperity in any country he attributed to the abundance 
of money. Credit was the equivalent of money. By 
means of the increase of the circulating medium, interest 
on the debt could be reduced, and perhaps the principal 
could be redeemed. Trade and manufactures would be 
stimulated, and from the more prosperous country a much 
larger revenue could be collected than could possibly be 
Squeezed out of the unfortunate people as they were then 
situated. Such a bank would be more powerful than the 
Bank of Amsterdam, because _ it could make use of a por- 
tion of its deposits, reserving only a portion to redeem its 
bills’~~As the depository of all the coin in the realm and 
the receiver of all the taxes, it would also surpass the 


Bank of England in strength. 


The possibility of founding such a bank was based, 
first, upon the establishment of confidence; and, second, 
upon a series of propositions which Law elaborated, and 
which have been epitomized by Forbonnais * substantially 
as follows : — 

1. That all materials suitable for coinage may be con- 
verted into money. 


* Recherches et Considérations sur les Finances de France. Basle, 1758. 
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2. That the abundance of money is the condition on 
which depend labor, husbandry, and population. 

8. That paper is more suitable than the metals for a 
circulating medium. 

In developing this last proposition, Law dwelt upon 
the fact that, by augmentations a and diminutions and by 


changes of standard of fineness, s sovereigns had the power 


‘to make a metallic currency uncertain in value; and, 


“further, that the value of gold and silver coin is affected 


by the market price of ingots. This price, he said, was 
governed by the quantity imported, and thus the value 
of the coin was in a measure dependent upon foreign 
powers. Paper having no intrinsic value was not af- 
fected by fluctuations of the market. The quantity could 
always be proportioned to the demand. Notes could be 
protected against fluctuations in value, arising from aug- 
mentations and diminutions, by expressing their denomina- 
tions in coin of specified weight and standard. This would 
also act as a protection against runs upon the bank, as all 
temptation to convert the notes into coin in order to de- 
rive the benefit of an augmentation would thus be pro- 
vided against. Such notes would also be used like bills 
of exchange for remittances, saving the cost and trouble 
of transporting coin, besides saving time in counting. 
Law’s first proposition for a bank was submitted at an 
extraordinary meeting of the council, held October 24, 
1715,* at which, in addition to the members of the coun- 
cil, several bankers, merchants, and representatives of 
cities in France were present. The scheme then sub- 
mitted was thus described in the report of the meeting :— 
The idea of this bank is to cause all the revenues of the king to 


be brought to the bank; to give to the receivers and farmers of the 
taxes notes for ten crowns, one hundred crowns, and one thousand 


* Recherches Historiques sur le Syst?me de Law, par E. Levasseur, Paris, 
1854, p. 39. 

+ The matter had been previously discussed at several meetings held at the 
residences of those who were interested. ‘‘18th [Oct.]. Yesterday there was a 
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crowns, weight and standard of this day, which will be called bank- 
notes. These notes will be thereupon carried by the said receivers 
and farmers to the royal treasury, which will furnish them with 
receipts on account. All those to whom payments are due from the 
king will receive at the royal treasury only bank-notes, with which 
they can go at once to the bank to receive their value, no person 
being obliged to keep them or to receive them in trade. But the 
Sieur Lass [Law] pretends that their utility will be such that every- 
body will be glad to have them in preference to silver, on account of 
the ease with which payments in paper can be made, and on account 
of the assurance of receiving payment for them whenever it is desired. 


The Duke of Noailles, who was then in charge of the 
finances of France, was opposed to the bank. He be- 
lieved that, before a credit sufficient to maintain a bank 
could be established, it was necessary to create a desire 
for such an institution. His opposition killed the scheme, 
as it was then presented. The regent announced that he 
had been of opinion that the bank ought to be estab- 
lished, but that he agreed with what the Duke of Noailles 
had said. The proposed bank, which should be founded 
on the royal funds, and which should be administered 
in the name and under the authority of the king, was 
abandoned. 

Law then submitted a plan for a bank which should be 
administered by himself, but which should be subject to 
the inspection of the government. The capital should be 
furnished by individuals, or, as he said, he himself would 
furnish it and would take all the risks. The proposition 
contemplated the use of deposits for the purpose of dis- 
counts, and objection was raised that the bank would not 
then be in condition to redeem its bills. He replied by 
pointing to the example of the Bank of Scotland, whose 
notes circulated freely after the bank demonstrated its solv- 


numerous council held at M. Amelot’s, to examine the project of the bank. It 
will meet again to-morrow at M. d’Argenson’s. Several bankers and principal 
merchants of Paris will attend. M. Law has only requested the Duke of 
Orleans to exclude Bernard.” Memoirs of the Court of France from the Year 
1684 to the Year 1720, now first translated from the Diary of the Marquis de 


Dangeau, ii., p. 370. 

















298 QUARTERLY JOURNAL OF ECONOMICS 





ency, even though it was obliged to suspend specie pay- 
ments for lack of coin. He evidently hoped that the bills 
of his bank would be made a legal tender between the gov- 
ernment and individuals ; for, he said, ‘* to make the bank- 
bills serve in payments between the king and subjects 
gives them a much greater extent of credit, and renders 
them much less subject to extraordinary demands, than 
if the receipt of the bills in payments were voluntary.” 
He also clung to the idea of making the bank the cashier 
of the king, and argued that this act would remove dis- 
trust of the king’s relations towards the bank, and would 
make it clearly to his advantage to sustain it. It would 
make the ban} stronger, and less subject than other banks 
to events which might endanger its credit. Bank-notes 
would, in consequence, become like letters of exchange, 
payable at sight, in every city in the realm. To the objec- 
tion raised by the Duke of Noailles, that the confidence 
essential for the support of the bank could only be born 
of a desire for the bank, he answered that he could 
easily prove that the bank would restore confidence by 
causing money to circulate. In any event, it could not 
increase the present distrust, nor lock up coin closer than 
it was then held. All the edicts the king might issue 
would not restore confidence among foreigners. The bank 
alone could do it, by furnishing a means for drawing let- 
ters of exchange payable in éeus de banque, which would 
not suffer any change, even if the denominational value 
of the coin in circulation should be altered. 

On the 2d of May, 1716, letters patent * were granted 
to Sieur Law and his company, to establish the Banque 
Générale. The exclusive privilege of the bank was 
granted for the term of twenty years. Notes were to 
be stipulated payable in specie, under the term écus de 
banque, by which was to be understood coin of the weight 

* Recueil Général des Anciennes Lois Frangaises, Paris, 1830, t. xxi., 


No. 57, p. 100 et seg. Duhautchamp, Histoire du Systéme des Finances sous 
la Minorité de Louis X V., % La Haye, 1739, t. v., p. 74, No. 4. 
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and standard of the date. The bank was exempt from 
taxation ; and shares and deposits belonging to foreigners 
were not subject to droits d’aubaine, confiscation, nor let- 
ters of reprisal, in case of war. Depositors were to re- 
ceive notes payable at sight in return for their coin. The 
penalty for altering or counterfeiting these notes was 
death. The Duke of Orleans was named as the protector 
of the bank. 

On the 20th of May, an edict was promulgated, pre- 
scribing the details of the organization.* The capital was 
to consist of 6,000,000 livres, in twelve hundred shares of 
5,000 livres each. Open accounts could be kept in the 
bank, the cash balance being subject to withdrawal, or to 
virements de parties,t —a method of adjusting balances 
between depositors by transfers of accounts, similar in 
effect to that which is to-day effected by checks. Bills or 
letters of exchange could be discounted; but the bank 
could not engage in trade by sea or land, nor in maritime 
insurance, nor in commission business. All bank-notes 
were to be made payable at sight, and the bank was for- 
bidden to borrow upon interest. The bank could issue 
notes, and the only limit prescribed was that there should 
be prepared at one time the amount which it was judged 
would be necessary. Forbonnais { asserts that the man- 
agers of the General Bank determined that the capital 
should be paid three-quarters in billets d'état and one- 
quarter in coin.§ Daire calls attention to the fact that 


* Recueil Général, t. xxi., No. 61, p. 106 et seg. Duhautchamp, t. v., 
p. 81, Letters Patent,. containing Regulations, etc. 

t ‘* Compte en Banque is applied to a fund that merchants, bankers, or other 
individuals deposit in the common treasury of the bank.’’ Under “‘ Banque,” 
the phrase ‘‘ Ecrire une partie en banque is defined, To enregister in the books of 
the bank the mutual transfer of sums, or portions of sums, in bank, which 
are made by creditors to debtors. It is called ‘ Virement des Parties.’’”’ Le 
Grand Vocabulaire Francois, Paris, 1767, and following years. 

t Recherches et Considérations, t. ii., p. 427. 

§L telle er ly says that the funds of the General Bank were com- 
posed one-half of billets d’état. Histoire de France pendant le Dix-huitiéme 
Siécle, Paris, 1830, t. i., p. 267. 
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Thiers omits all notice of this fact.* Notwithstanding 
the reduction of the amount of the government debts 
effected by the Visa and the Chamber of Justice, the 
billets d’état were still at a heavy discount on the market. 
There were no defigite quotations, for traffic in govern- 
ment securities was attended with danger from arbitrary 
proceedings like the Visa. Sales were effected, however, 
in an underhand way by agents whose head-quarters were 
in the Rue Quincampoix, and the rates obtainable were 
governed somewhat by the necessities of the seller. At 
that time, such securities are said to have been at a dis- 
count of from sixty to seventy per cent. If one-quarter 
of the capital was paid in cash and three-quarters in billets 
d@’état at the lowest market rate, the effective capital of 
the bank would have been 2,850,000 livres. Ganilh,t 
taking billets d’état at forty, figures the effective capital 
at 8,800,000 livres.t 

The bank was authorized to exercise its functions as 
soon as the twelve hundred shares were subscribed. A 
meeting of the subscribers was then to be called, at which 
regulations were to be fixed for payment for the shares. 
The place designated in the royal declaration for the 
office of the bank, until a more suitable place could be 


* Bconomistes Financiers du X VIIIe Siecle, par Eugéne Daire, Paris, 1851, 
p. 426, note 1. “‘The power to pay the price of the share, one-quarter in 
silver and three-quarters in billets d’état, is an important circumstance, of 
which M. Thiers does not speak. It proves that the interests of the bank from 
its origin were connected with those of the government.’’ Page 428, note 1, 
Daire shows that Thiers confused the General Bank with the Company of the 
West, so far as paying for shares in this manner was concerned. 


+ Essai Politique sur le Revenu Public, par M. Ch. Ganilh, Paris, 1806, 
t. ii., p. 4. 


t The statement that one-quarter was paid in cash has been taken by some 
‘writers to mean that one-quarter of the cash was paid in. Lémontey quotes, 
from a manuscript on John Law by Ledran, the statement that 375,000 livres 
were paid in coin and 1,125,000 livres were paid in billets d’é¢tat, which were at 
a discount of seventy per cent. Histoire de la Régence, par P.-E. Lémontey, 
Paris, 1832, p. 71, note. Courcelle-Seneuil, in Lalor’s Cyclopedia, says that, of 
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found, was Law’s house, Place Louis-le-Grand (Ven- 
déme),* then a new quarter of Paris. 

Nothing in the letters patent of the bank indicated its 
close connection with the government, unless the fact 
that the Duke of Orleans was styled its protector be so 
regarded. On the surface, the policy of the Duke of 
Noailles ‘prevailed ; and Law was left to establish confi- 
dence in his bank-bills without the direct aid of the gov- 
ernment. The bank was not at that date declared to be 
the royal cashier, nor were the bills ordered to be received 
between the government and the people. But, from the 
statement that the regent presided at a meeting of the 
shareholders, December 20, 1717, ¢ at which a semi-annual 
dividend of seven and one-half per cent. was declared, 
we learn that the protectorate of the regent was more 
than a name. The mention, also, of the presence at this 
meeting of a majority of the great lords of France shows 


the 1,500,000 payable in specie, less than 400,000 livres had been paid up. 
Jobez says, ‘‘ The bank was opened with the sum of 375,000 livres; for on 1,200 
shares of 5,000 livres, divided among the shareholders, and payable one-quarter 
in coin and three-quarters in billets d’état, the payment of only one-quarter of 
what was due had been exacted.’’ La France sous Louis XV., par Alphonse 
Johez, Paris, 1864, t. i., p. 465. There is, however, nothing in the edicts issued 
at the time of the organization of the General Bank which relates to the man- 
ner in which the capital stock should be paid in. Recueil Général, t. xxi., pp. 
100, 106, Nos. 57, 61. And see Duhautchamp, t. v., pp. 74, 81. In the decla- 
ration of the king, converting the General Bank into the Royal Bank, it is 
stated that the capital of the General Bank was originally paid in billets d’ état, 
which were afterwards converted into shares in the Company of the West. 
Recueil Général, t. xxi., p. 167, No. 173. Duhautchamp, t. v., No. 14, p. 
157. Forbonnais’s statement concerning the method in which the capital 
should be paid in was apparently taken from the records of the bank, and 
Ganilh’s statement of the effective capital of the bank was therefore approxi- 
mately correct. 

* As a matter of fact, it is stated by Piganiol de la Force that ‘‘ Law first 
established the offices of the Banque Générale, which ruined so many families,”’ 
in the Hétel de Mesmes, which is in the Rue Sainte-Avoye. Description de 
Paris, ete., par M. Piganiol de la Force, Paris, 1742, t. iv., p. 204. Levas- 
seur, p. 129, note 2, says it was determined, in April, 1719, to remove the 
offices of the bank from the Hotel de Mesmes, Rue Sainte-Avoye, to the Hotel 
de Nevers, Rue de Richelieu, the building which is now occupied by the 
Bibliothéque Nationale. 

t Lémontey, t. i., p. 72. 
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that Law had scattered his stock where it would do him 
good.* It is evident that the Court was, from the first, 
directly interested in the success of the bank. Accord- 
ing to Forbonnais, the success was a pronounced fact 
from the very beginning; and the beneficial influence of 
the bank upon trade and manufactures was immediately 
felt. 

It is clear, however, that the General Bank, even after 
it had demonstrated its value, was far from satisfactory 
to Law. Although he had alleged that credits or notes, 
being more suitable than coin, would always be preferred, 
if the establishment and the management were well regu- 
lated, and although he had proved that the French would 
avail themselves of such credits, still he longed for the 
more extended area for operations and the greater protec- 
tion against extraordinary demands, which, he said, would 
result from making use of the bills in payments between 
king and subject. He had argued that the power on the 
part of individuals to refuse the bills of the Bank of Scot- 
land had made the circulation of the bills of that bank 
more uncertain than if they had been, es he termed it, 
legal. In the same memorial in which he offered to as- 
sume the risk of the experiment himself, he had insisted 


*If proof be needed upon this point, it is furnished by the infamous Abbé 
Dubois, who records the fact that he was bribed, and also indicates that Stair, 
the English ambassador, was working in Law’s interest. ‘‘ Law wished for 
only one foot in the stirrup; and, in fact, his beginnings were so reasonable 
that I was seduced at the very first. Stair, who was always at the Palais 
Royal, raised by degrees the enthusiasm of the regent for the formation of a 
bank, to be treasurer of the State, with Law as director. Nevertheless, the 
Duke of Orleans, all on fire at first, cooled off considerably, when it came to 
the question of issuing an edict. Then Law played adroit mancwuvres, spend- 
ing money and promises. My own credit with the prince was too well known 
for him not to engage it at any price. Stair sent for me particularly ; and 
Law, whom he presented to me as a genius, fought me on his own ground, 
proving to me the advantages of the bank,— advantages which were very clear 
to me, since, in addition to a sum payable after the establishment of the system, 
they gave me thirty of the first 12,000 shares. I entered warmly into their 
plans, and did not leave the regent at rest until he had consented to every- 
thing.” Mémoires du Cardinal Dubois, Paris, 1829, t. iii., p. 238. 
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that the idea of making the bank the cashier of the king 
would make it stronger, would extend its credit, and 
would make its bills, like letters of exchange, payable at 
sight in each city in the kingdom. He maintained that 
an absolute monarch could extend his credit more advan- 
tageously, and could obtain money at lower rates of inter- 
est, than a prince with limited authority. The error 
committed by France which had produced distrust had 
been, according to him, in making the notes which the 
State issued interest-bearing. They should have been 
payable at sight, without interest. They were invest- 
ments, and not credits. His belief in the power of an 
absolute monarch to force the circulation of State notes 
is shown in one of his letters to the regent. He there 
states that force is contrary to the principles on which 
credit’ ought to be founded, and that all that was neces- 
sary to introduce his project into commerce was that his 
notes should be used in place of specie in dealings be- 
tween the king and his subjects; but he prefaced these 
assertions with the remark that his Majesty ought not to 
hesitate in compelling people to use these notes, if it 
became necessary to do so.* He was willing to use force 
in an emergency, notwithstanding the fact that it was 
opposed to the principles of credit. 

In May, 1716, an edict was issued,t which recited that 
various orders had been made against the circulation 


* The opinions attributed to Law in the text are taken from the compila- 
tion of his works, published in Daire’s Economistes Financiers. It would be 
impossible, in the limited space afforded me, to furnish references to all cita- 
tions. To aid the student who may wish to follow the subject further, I point 
out a few of the references in this paragraph. That the credit of the bank 
would be extended by making it the royal treasurer, see page 550; that an 
absolute monarch has an advantage over one with limited authority, see p. 546; 
that credit, to be like money, ought not to bear interest, see p. 547; that force 
is contrary to the principles on which credit ought to be founded, and for the 
contradictory remark which prefaces it, see Letter VIII., p. 590. See also 
Daire’s note to the same: ‘‘ On n’avait jamars vu se contredire @ deux lignes de 
distance,” 


+ Recueil Général, t. xxi., p. 114, No. 69. 
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of notes with the name of the payee left blank, that a 
custom prevailed of avoiding these laws by making such 
notes payable to bearer, and that blank indorsements 
worked the same effect. All these methods were forbid- 
den to individuals, but State notes and notes of the bank 
might circulate in any of these forms. On the 25th of 
July, 1716,* a declaration of the king was issued, the 
object of which was to facilitate the transmission of notes 
to the provinces, by removing all risk of loss during trans- 
portation. Indorsements of bank-notes were permitted to 
be made, the only effect of which would be to indicate 
the ownership of the notes, unless there was an express 
guarantee given by the indorser. 

The decree of council, April 10, 1717, in which it was 
ordered that notes of the General Bank should be re- 
ceived for all taxes and revenues of his Majesty, and that 
officials having charge of the royal treasure should re- 
deem at par bank-notes which should be presented to 
them for that purpose, has generally been considered as 
fixing the date of the intervention of government in be- 
half of the bank.t In the preamble of this decree, it is 
stated that the notes of the bank had already established 
their credit throughout the kingdom and in foreign lands ; 
that remittances had consequently become much more 
easy; that discounts had been reduced and usury dimin- 
ished ; and that it was important that these notes should 
be received for value throughout the kingdom, so that re- 


* Recueil Général, t. xxi., p. 120, No. 86. 

t In October, 1716, the Duke of Noailles apparently yielded to the pressure 
of Law, and on the 7th of that month addressed a letter to the intendants of 
the provinces, which is quoted by Levasseur, p. 49, in which receivers of taxes 
were ordered to make their remittances to Paris in bank-notes, and to redeem 
the notes whenever they had specie in their treasuries. This order proved to 
have been issued too soon. The bank was not prepared to furnish notes fast 
enough for so extended a use. Receivers took advantage of the order to with- 
hold their remittances. It was therefore modified by a letter of the 26th of 
December, in which these officials were instructed to redeem bank-notes, when 
presented, but not to hold back their funds. The order of October anticipated 
by six months the date usually assigned for the intervention of the government. 
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mittances could be promptly made, thus avoiding loss of 

use of money through lying idle in the treasuries, and 

also avoiding as far as possible the transportation of coin 
\ from the provinces to Paris, which was always a disad- 
vantage to trade. 

Notwithstanding the evident advantage to the provinces 
of being furnished with a means of remittance to Paris 
which should avoid the expense and risk of transportation 
of coin, the bankers and officials who were interested in 
maintaining the old system were powerful enough to raise 
serious opposition to this order in the greater part of the 
provinces. The Duke of Noailles was obliged to exert 
his authority to the utmost, and even in some instances 
to punish recalcitrant receivers of taxes, before the order 
could be enforced in its full spirit; and the council was 
obliged to follow up this decree with supplementary de- 
| crees,* issued September 12, 1717, February 26, 1718, and 
| June 1, 1718, before the opposition was overcome. 

} In a letter to the regent, Law had said: “ The bank is’ 
not the only nor the grandest of my ideas. I will produce 
a work which will surprise Europe by the changes which 
it will effect in favor of France,— changes more powerful 
| than were produced by the discovery of the Indies or by 
| the introduction of credit.” In a note, Senovert ¢ queries 
whether Law alluded in this to the Company of the 
Indies. Unless this be accepted as an allusion to that 
company, I find no hint in Law’s preliminary arguments 


* Recueil Général, t. xxi., p. 106, note. Duhautchamp, t. v., pp. 117, 120. 

t+ Quoted in Daire’s Economistes Financiers, p. 581. On the same page, a 
few lines above, Law says: ‘‘ Your royal highness will remember that, one day 
at Marly, you did me the honor to say that through the openings which I have 
made you began to see beyond the difficulties of the country. I then had the 
honor to say that the bank was not the most important of my ideas, but that 
I had a plan by which I would furnish five hundred millions which should cost 
the people nothing.” It is to this clause the note in question is attached. In 
the edition of Gluvres de J. Law, Paris, 1790, generally attributed to Senovert, 
the note occurs on page 335, while the expression quoted in the text is on page 
337. The force of the reiteration is much emphasized when thus encountered 
on separate pages. 
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that his original scheme contemplated the absorption of 
the great commercial monopolies of France. The time 
had come, however, for the development of his system. 
Crozat, to whom Louis XIV. had in 1712 granted the 
monopoly of the commerce of Louisiana, had petitioned 
the regent for the privilege of surrendering the conces- 
sion; and this privilege was granted him by decree of 
council dated August 23, 1717.* The statement has been 
made, but not generally accepted, that this act of Crozat 
was for the purpose of disarming the Chamber of Justice, 
and that the suggestion that the grant be put in the hands 
of Law was not dictated in a spirit of friendship, but in 
the hopes that it would lead to his destruction.t The 
grant surrendered by Crozat was promptly conferred 
upon the Company of the West for a period of twenty- 
five years, by an edict registered on the 6th of Septem- 
ber ¢ of the same year. The company was given the 
monopoly of the commerce of the colony and the abso- 
lute control of colonial affairs, as well as the monopoly of 
the trade in beaver skins in Canada. All mines opened in 
Louisiana during the term of the concession were granted 
to the company. It had the power to sell and convey 
lands free from the rights of seigniorage. It could arm 
and equip vessels of war, and the property of colonists 
in Louisiana was exempt from taxation during the period 
of the grant. The territory over which the company ex- 
ercised these sovereign powers comprehended the region 
from which the Mississippi, the Ohio, and the Missouri 


*This date is given ina preamble. Duhautchamp, t. v., p. 92. See also 
Recueil d’ Arrests et Autres Pitces pour I’ Etablissement de la Compagnie d’ Occi- 
dent, Amsterdam, 1720, p. 12. 


t Lémontey, Histoire de la Régence, t. i., p. 73. Martin, on this as on 
many other points, follows Lémontey: ‘‘ Noailles, whom the influences of Law 
began to disquiet, hoped to draw him into a ruinous affair, and little suspected 
that he was offering him the ardently desired lever of his system.”’ History of 
France, by Henri Martin, translated by Mary L. Booth, vol. xv., p. 36. 


¢ Duhautchamp, t. v., p. 91. Recueil d’ Arrests, p. 11 et seg. 
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draw their waters. The only condition attached to the 
grant was that the company should import, during the 
period of the concession, six thousand whites and at least 
three thousand blacks into Louisiana. 

No limit was fixed for the capital stock in the original 
grant, except that his Majesty was to close the books 
when the Directors said enough had been subscribed. 
Shares were fixed at five hundred livres each, and were 
to be paid for in billets d'état. It was declared that the 
shares should be made payable to bearer, and that they 
could be acquired by all persons without regard to their 
rank. The same inducements were offered to foreigners 
to invest in them as in the case of the General Bank. 
His Majesty declared that he wished non-resident for- 
eigners to enjoy the same privileges in this respect as 
subjects of France. The billets d’état which should be 
paid for the shares were to be converted into four per 
cent. rentes, and the billets themselves burned.* Thus, 
the market would be relieved from nearly one-half thé 
floating debt of the State; and shareholders would be 
entitled to the same income as if they had held the notes, 
while they could hope for possible profits from the de- 
velopment of the colony.t 


* Bailly says that Law undertook to pay at par in silver the shares of the 
Company of the West, created but a short time before, in billets d’état, adding 
thereto a dividend much greater than the profits warranted. Before the time 
fixed for the redemption, the Company of the Indies was founded. No one 
demanded the redemption of his sha.ws of the West. On the contrary, in one 
month, they were carried from par to 130 per cent. Histoire Financiére de la 
France, par M. A. Bailly, Paris, 1830, t. ii., p. 80. I do not know on what 
authority this statement can be based. Perhaps it refers to the redemption of 
the General Bank shares. 

+ Thiers erroneously states that shares were to be paid for one-fourth cash 
and three-fourths billets d’état. Memoirs of the Mississippi Bubble, etc., by 
Adolphe Thiers, translated by F. S. Fiske, p. 62. This statement is evi- 
dently a misapplication of the terms on which subscriptions were paid for the 
General Bank, to the Company of the West. Marmontel, whose account of 
the system contains several errors, and on whom Thiers may perhaps have re- 
lied, makes the same mistake. (Zuvres Posthumes de Marmontel, Historiographe 
de France: Régence du Duc d’ Orléans, Paris, 1805, t. i., p. 178. 
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On the 12th of September, 1717,* seven directors were 
appointed by the regent, to whom power was given to 
regulate and administer the affairs of the company. Law’s 
name led the list. In December, it was ordered by royal 
edict ¢ that the capital stock of the Company of the 
West should be fixed at 100,000,000 livres. 4,000,000 
livres of rentes were created, which were to be issued 
to the company as fast as the corresponding amounts of 
billets d'état were paid in. The four millions for the year 
1717 ¢ were to constitute the working capital of the com- 
pany; but the rentes for the future were to be paid to the 
shareholders in semi-annual payments, beginning July 1, 
1718. The amount of the capital stock of the Company 
of the West was unprecedented in France. Yet, at the 
very beginning, Law made provision for a possible in- 
crease. It was decreed that shareholders who did not 
contribute to such increase should thereafter receive only 
the four per cent. arising from the rentes.§ 


* Recueil d’ Arrests, p. 21. 

t Recueil d’ Arrests, p. 25. Sismondi apparently confounds the bank and 
the company, and, drawing no distinction between this edict and the letters 
patent of August, which were registered September 6, says, ‘‘ The capital of 
the bank had been fixed at 100,000,000 by the edict of its creation.”’ Histoire 
des Frangais, par J. C. L. Simonde de Sismondi, Paris, 1842, t. xxvii., p. 398. 

t Eight months of the year had elapsed; and, at first sight, it would seem 
that, even if the subscriptions were paid up promptly, there could be but a 
fraction of the year’s rentes for working capital. It must be borne in mind, 
however, that the billets d’état, with which the stock was to be purchased, also 
bore four per cent. interest. An attempt was made to cover this point in the 
third article of the December edict. Recueil d’ Arrests, p. 29. 

§ Apparently, the shares had coupons attached, representing this interest ; 
for it was provided that shareholders could dispose of the interest on their 
shares by separating from the note of the share the part in which mention was 
made of the interest, which would be paid by the cashier, when due. The 
interest notes, thus separated, became by this means notes payable to bearer, 
the same as shares. Recueil d’ Arrests, § 14, pp. 34 and 35. The shares of the 
General Farms Company, which was organized Sept. 16, 1718, also had coupons 
attached. In the decree of Aug. 31, 1719, in which the method of reimbursing 
the shareholders of that company is prescribed, the “‘ coupons” of the shares 
are spoken of. Duhautchamp, t. v., p. 235. The dividends for the years 
1720, 1721, and 1722 were attached to the ‘‘ qualified ’’ shares dated January 1, 
1720. Duhautchamp, t. vi., p. 66. 
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The struggle between the regent and the Parliament 
of Paris began very shortly after the formation of this 
company. The story of this struggle is not without in- 
terest. But the power of the regent was now so firmly 
fixed that the contest with the Parliament did not seri- 
ously incommode the progress of the system; and the 
details of the contest are not, therefore, of importance in 
connection with the history of the bank and of the com- 
pany. The conservatism of the Duke of Noailles was not 
in harmony with the frame of mind of the regent; and, 
when D’Aguesseau was humiliated, Noailles retired from 
the council, and D’Argenson assumed control of the 
finances. The nomination of D’Argenson was especially 
obnoxious to the Parliament. He appears to have been 
an ambitious, energetic man, willing to aid in the execu- 
tion of projects, whether he believed in them or not; and 
his readiness to adapt himself to circumstances has caused 
his position with regard to Law’s schemes to be inter- 
preted in different ways by different writers.* The firsf 
act of importance affecting the finances which took place 
after D’Argenson assumed office was a recoinage with 
augmentation. This was ordered in May, 1718, but was 
not even sent to the Parliament for registration. On the 
20th of June, that body by decree forbade the execution 
of the order, on the ground that it was prejudicial to the 
State, to commerce, and to the fortunes of individuals. 
On the same day,} a decree was issued by the Council of 
State, breaking the decree of the Parliament and ordering 

* Louis Blanc says he was the leader of the malcontents who were jealous 
of Law. Histoire de la Révolution Francaise, t.i., p.c. The Duke of Riche- 
lieu says: ‘‘Thus, D’Argenson, Law, and Dubois resolved not only to 
humiliate the Parliament which hindered the system, but they further wished, 
by the same Bed of Justice, to destroy the Duke and Duchess of Maine.” 
Mémoires du Maréchal Duc de Richelieu, seconde édition, Paris, 1793, t. iii., 
p. 15. Clement, in his Portraits Historiques, says he ‘‘ would not submit to be 
but a dummy for Law” (p. 252). 


+ Extracts from the Registers of the Council of State. Duhautchamp, 
t. v., p. 123, No. 9. 
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anew the enforcement of the edict concerning the recoin- 
age. On the 12th of August,* the Parliament again 
showed its hand, this time directing its attack against the 
bank, which was ordered to keep within its charter. 
Royal treasurers were forbidden to deposit their balances 
in the bank; and foreigners, whether naturalized or not, 
were directed not to meddle in its affairs.| This was fol- 
lowed by a coup d’état on the part of the regent. Troops 
were ordered out; and the Parliament was summoned to 
a bed of justice, at which letters patent were issued ¢ 
ordering it to keep within limits, and practically annul- 
ling its powers of remonstrance. From this time forward, 
during the development of the system, the Parliament 
was passive. 

While this contest was going on, shares in the company 
had not found favor with the public. The solicitude con- 
cerning subscriptions is shown by the various decrees on 
the subject issued from time to time during the summer. 
It was announced June 12, 1718,§ that a part only of the 
subscribers had paid up, and that the directors had, in 
May, stricken off the names of delinquents. It was de- 
creed that all who wished to subscribe might do so by pay- 
ing one-fifth in billets d'état and the remaining four-fifths 
by the Ist of November. A failure to pay up in full by 
that time would forfeit the first payment. Courts and 
judges were deprived of the power of hearing disputes 
arising under this decree, such causes of action being 
referred to his Majesty’s special consideration. This de- 
cree was followed by another, issued on the 28th || of the 
same month, authorizing the company to issue certificates 


* Duhautchamp, t. v., p. 124, No. 10. 
t Law’s life was in danger during this struggle. It has even been said 
that the Parliament prepared to execute him. Mémoires Complets et Authen- 
tiques du Duc de Saint-Simon, t. xvi., Paris, 1829, p. 434. 
t Duhautchamp, t. v., p. 127. 
§ Recueil d’ Arrests, p. 36. 
|| Recueil Général, t. xxi., p. 106, note. Recueil d’ Arrests, p. 38. 














boon 











AN HISTORICAL STUDY OF LAW’S SYSTEM 811 


to bearer for such as had paid one-fifth, such certificates 
to contain a clause showing that they were forfeitable if 
the other four-fifths were not paid according to the terms 
of the previous decrees. 

On the 4th of December, 1718,* the Banque Générale 
was, by a declaration of the king, converted into the 
Banque Royale,f to be administered after January 1, 1719, 
in the name and under authority of the king. In this 
declaration, the regent stated that the success of the Gen- 
eral Bank had caused him to examine anew Law’s original 
project ; and, having been informed that it would be for 
the benefit of the great body of his subjects that the bank 
should be continued under the title of the Royal Bank, 
he had accomplished this by reimbursing the shareholders 
in coin for the billets d’état they had paid in,t¢ which dil- 
lets d'état had subsequently been converted into shares 
in the Company of the West. He had, in consequence, 
become the sole proprietor of the bank. The shares in 
the Company of the West were to remain in the treasury ° 
as a fund for the bank, and to serve as a guarantee for the 
public. Notes of the bank were to be issued in future 
only by authority of decrees of the council, and were to 
be payable in écus de banque or in livres tournois, accord- 
ing to the instructions contained in the decrees. A 


* Recueil Général, t. xxi., p. 167, No. 173. 

+ Ganilh calls attention to the curious confusion as to what constitutes a 
basis for credit, which was exhibited when the bank was thus converted into 
a government institution: ‘‘ This metamorphosis had no troublesome effects on 
the credit of the bank; and what seemed truly absurd was that the govern- 
ment, which could not borrow a million on an edict enregistered in Parliament, 
borrowed fifty millions through the issue of bank-notes three months after it 
took possession of the bank. And these new notes, although without pledge 
and without security, although exactly similar to all the depreciated State 
notes, preserved their value, and were received with the same confidence as 
those which had been issued while the bank was under Law’s direction.” 
Essai Politique, t. ii., p. 11. 

t The fact that the regent redeemed the shares of the General Bank by 
paying for’them in coin has been discredited by some writers, but the assertion 
is made positivelyjin“the declaration by the king. 
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choice between the two forms of notes was thus nominally 
afforded the public. The new phrase in the notes, livres 
tournois, meant merely the variable fraction of the louis 
called the livre, which was subject to constant changes 
in value. Accounts in bank were to be exempt from ex- 
ecution. January 5, 1719,* Law was appointed director 
of the Royal Bank. 

Nothing is said in the declaration of the outstanding 
circulation of the General Bank; nor, so far as I have 
been able to discover, is it disclosed in any government 
document. Authors have set the estimate as high as 60,- 
000,000 livres and as low as 12,000,000 livres; and, curi- 
ously enough, the authority for these different amounts 
appears to have been derived from one source,— the 
decree of April 22, 1719.+ 

The system was now launched and floating on the tide 
of fortune. The Royal Bank would seem to have been 
the complete realization of Law’s original scheme. It 


* Duhautchamp, t. v., p. 176. 

+ Sir James Steuart, in his Inquiry into the Principles of Political Economy, 
vol. ii., p. 244, says 59,000,000. The Baron Nervo says 60,000,000. John 
Philip Wood, in his Memoirs of the Life of John Law, says that Law endeay- 
ored to obtain permission to continue the General Bank at the same time that 
the Royal Bank should be set on foot; but the request was refused. He gives 
59,000,000 as the amount of outstanding notes, and refers to the decree of 
council as his authority. Levasseur (p. 52, note 3) gives the decree of April 22, 
1719, citing it from Forbonnais, as the authority for his statement that 
51,000,000 had been issued before December, 1718. On page 196, the 51 is 
converted into 61; and, in his record of the issues of the Royal Bank (p. 197), 
the 51,000,000 authorized in this decree are entirely omitted. Daire, citing the 
same decree as his authority, says, ‘‘ Whilst the General Bank, a private 
establishment, had, during its thirty-two months’ existence, issued, at most, 
12,000,000 of notes, it needed only five months for the Royal Bank to put forth 
the amount of 59,000,000.” F Fii iers, p. 433. I think I can 
trace the manner in which these different results have been derived from the 
same document. The decree of April 22 is an important one, and abstracts of 
it are given by all the authorities. An investigator, working from an abstract, 
might easily be misled. The decree authorized the issue of 51,000,000 notes, 
which, it was said, would bring the issue up to 110,000,000. Law had argued 
that credit increased capital tenfold. His capital was 6,000,000. 59,000,000 
were outstanding. This was almost exactly the sum which Law had pro- 
pounded as the increase which his capital would receive from credit. Inter- 
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was, as the regent intimated, Law’s first plan; although 
here again we are met with doubts, and with assertions 
that Law was opposed to this change.* To the bank had 
been added the Company of the West, with whatever 
additional strength was to be gained therefrom ; and Law 
could at last test the principles which he had announced. 
Money furnished the life-blood of a nation. Paper was 
even better than coin. The supply that could now be 
furnished need only be limited by the demand. In addi- 
tion to the ordinary channels of business, he had at his 
command the development of Louisiana, from which to 
gain that activity of circulation which was his measure 
of prosperity. 

Notwithstanding the evident favor shown by the regent 
to Law, there was as yet no movement in shares of the 


preting Law’s language literally, it was an easy inference that the outstanding 
circulation was that of Law’s bank. Levasseur has evidently inverted the 
figures of the notes issued and notes outstanding. He worked, in this instance, 
from Forbonnais, instead of from the decree which is given in Duhautchamp, 
t. v., No. 18. In the motif of the decree, the dates of the several issues 
which make up the 59,000,000 are given. They were January 5, February 11, 
and April 1. The decree of January 5—Duhautchamp, t. v., No. 16— 
authorized an issue of 30,000,000, of which 12,000,000 were in the form of 
20,000 notes for 100 écus de banque each. These crown notes, according to the 
decree of April 22, were never issued; and the order to issue them was then 
revoked. Here we find the 12,000,000 which Daire says was Law’s outstand- 
ing circulation. Paying no attention to the statement in the decree that they 
had never been issued, Daire adds them to the 59,000,000, and puts the out- 
standing circulation at 71,000,000. My own conclusion is that Daire was right 
in fixing upon the 12,000,000 as the circulation of the General Bank. I infer 
that this amount, issued payable in écus de banque, must have been for the 
purpose of redeeming the outstanding circulation which was of like character ; 
but, when it was found that the public acquiesced in a redemption in the 
livres tournois notes, they were withheld, and subsequently cancelled. 

*** Law eluded a proof which he had solicited, and proposed simply to 
replace 900,000,000 capital of rentes by the creation of an equal amount of 
notes having the function of money, without interest and without redemption.” 
If the bank was to prevail, he wished it put under “‘ protection of a particular 
government, composed of four superior tribunals,— Parliament, the Chamber 
of Accounts, the Court of Aides, and the Court of Moneys.”” Lémontey, t. i., 
p. 298. Martin, who, as I have elsewhere stated, follows Lémontey closely, 
repeats this statement. The treasures of the French archives were at Lé- 
montey’s command. Since his day, it is probable that some of the documents 
from which he quoted have been scattered or destroyed. 
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Company of the West. If other explanation for this be 
needed than the lack of success of previous monopolies 
of this character, it may perhaps be found in the fact 
that the Paris Brothers, prominent Swiss bankers, living 
in Paris, had in September, 1718,* through D’Argenson, 
secured the contract for the collection of the revenue 
known as the Fermes Générales for the sum of 48,500,000 
livres per annum. Following in Law’s footsteps, they 
had secured a decree from the Council of State organ- 
izing a company based upon the contract, with a capital 
equal to that of the Company of the West, the shares 
being 1,000 livres each. The shareholders were to par- 
ticipate in the profits or losses, and the books were 
thrown open for public subscription. Like the Com- 
pany of the West, the shares were to be paid for in 
discredited government obligations. These would bear 
four per cent. interest. The possible profits from the 
contract not only seemed much better assured than 
those from the commerce of Louisiana, but there was no 
reservation of the first year’s interest to develop the 
scheme. The shares of the anti-system, as it was called, 
are said by most writers to have been better received than 
those of the system.t Many of the subscribers to stock 
in the Company of the West were at this time delinquent. 
The circumstances were not such as to tempt Law to en- 
force the forfeiture of the first payment; and it was an- 
nounced in a decree, September 22,{ that the time for 


* Duhautchamp, t. v., No. 13, p. 147. 

tIn November, 1718, according to Fantin des Odoards, the two were 
quotable at the same rate. Histoire de France, par Antoine-Etienne-Nicolas 
des Odoards Fantin, Vicaire Général d’Embrun, Paris, 1789, vol. i., p. 205. 
This author, who is generally spoken of as Fantin des Odoards, was an indus- 
trious gleaner of facts; and he gives details concerning events and quotations 
of market rates, not to be found elsewhere. Notwithstanding the fact that 
his confusion of statement and evident lack of understanding of technical 
terms have given him a reputation for being unreliable, I feel that, within cer- 
tain limits, he may be used as authority. 
t Recueil d’ Arrests, p. 68. 
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paying the four-fifths, due November 1 in billets détat, 
of which 22,000,000 remained unpaid, had been extended 
to January 1, 1719. It was evident that public atten- 
tion must be attracted by other means. 

In the fall of 1718 began the series of announcements 
of privileges granted to this favored company, which, 
judiciously scattered over a series of months, gradually 
stimulated public interest in its affairs, until all of France 
was plunged in a delirium of excitement; and the high- 
ways leading to Paris were thronged with people from the 
provinces and from foreign countries, hastening to the 
capital in the hopes that they might still be in time to 
secure shares. On the 1st of August, 1718,* the contract 
for collecting the revenue from tobacco was awarded to 
the company for six years, at the rate of 4,020,000 livres 
per annum, an increase of 2,020,000 livres over the pre- 
vious compensation. On the 4th of September,f the 
period of the grant was extended to nine years. Decem- 
ber 15,f the privilege and the supplies belonging to the 
Company of Senegal were purchased. December 27, 1718,§ 
branches of the bank were established at Lyons, Rochelle, 
Tours, Orleans, and Amiens.|| § Each of these branches had 
two offices,— one for the redemhption of notes in coin, and 
the other for the delivery of notes for coin. It was also 
ordered that, after a given time, token money should not 
be received in payments of above six livres, and that 
silver should not be used for payments which exceeded 
six hundred livres, in cities where the bank had an office. 
No protest was to avail against payments in notes in cities 


* Recueil d’ Arrests, p. 60. + Ibid., p. 65. 

t Duhautchamp, t. vi., p. 144, Art. V. of the decree of the month of July, 
1720. 

§ Recueil Général, t. xxi., p. 107, note. See also Forbonnais. 

|| The author of Vie Privée de Louis XV., x Londres, 1781 (said to be 
Mouffle d’Augerville), calls attention (t. i., p. 59) to the fact that, in the cities 
where there were parliaments, bank offices were not established. Lille, 
Marseilles, Nantes, Saint-Malo, and Bayonne were thus distinguished. 
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where the bank had an office, as the notes were always 
redeemed at sight. February 11, it was ordered that notes 
could be redeemed in gold as well as silver, redemptions 
and payments to be at current rates.* January 5, Febru- 
ary 11, April 1, and April 22,¢ decrees were promulgated 
authorizing the issue of notes. A portion of those issued 
January 5 were authorized to be stipulated in écus de 
banque. In the preamble to the decree of April 22, it was 
stated that the public preferred those payable in livres 
tournois. The notes payable in éeus de banque, which had 
been authorized, but not printed, were not to be prepared ; 
59,000,000 payable in livres tournois had been issued ; 
51,000,000 more were authorized; 100,000,000 livres, it 
was thought, would be enough for purposes of trade; and 
10,000,000 more were to replace indorsed notes. The 
phrase “ weight and standard of this day ” had disappeared 
from the notes with the change to livres tournois ; but it 
was ordered in the decree of April 22 that bank-notes 
should not share in the diminutions to which silver was 
subject, and that they should always be paid in full. 
Some doubt exists as to the responsibility for the change 
in the tenor of the notes and the insertion in the decree 
of the clause concerning diminutions. Louis Blanc, an 
ardent admirer of Law, says that Law was responsible, 
and explains his apparent inconsistency by saying that he 
feared the regent, and was opposed to giving the notes of 
the Royal Bank any features which could make them pref- 
erable to coin. He adds that the regent restored the omis- 
sion by inserting in the decree the clause making the 


* Jobez, La France sous Louis XV., t. ii., p. 100, refers to the decree of 
February 11, saying, ‘‘ It removed from coin a part of its value, by warning 
the public that the bank would take gold and silver only at market rates.’ 
An abstract of this decree is given, Recueil Général, t. xxi., p. 107, note. 
Forbonnais says the decree of February 11 ordained that the bank should 
receive and pay out specie— gold as well as silver—only at the value and 
following current rates at which it was received in trade. 


t Encyclopédie Méthodique, title ‘‘ Commerce,” sub-title ‘‘ Banking.” 
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notes incapable of diminution. Dutot,* a defender of 
Law, says that the clause in the decree which declared 
the notes fixed and invariable was opposed to the senti- 
ments of Law. Forbonnais, who was free from prejudice, 
says that Law and his friends protested afterwards that 
this clause was inserted against his advice; but Forbon- 
nais proceeds to argue that Law, then in the height of his 
power, must be held responsible for it, even though it be 
in direct opposition to the terms of the decree of Feb- 
ruary 11, already referred to. At any rate, Forbonnais 
thinks it cannot be charged to Law’s enemies, to whom 
he had not disclosed the secrets of the system. Daire, an 
opponent of Law, looks upon it as an adroit method of 
forcing coin to the bank for conversion into notes, through 
the instrumentality of impending diminutions. Levasseur 
takes thé same view of it, and concludes that Law was 
then too powerful to escape responsibility. 
As a further protection for bank-notes, government 

' officials in cities where the bank had offices were ordered " 
to receive and redeem the notes, and to keep their bal- 


* Réflexions Politiques sur les Finances et le Commerce, reprinted in Daire’s 
Feenomistes Financiers. Paris-Duverney opposed the doctrines of Dutot in 
a work entitled Examen des Réflexions Politiques, etc., i La Haye, 1740. 

+ The idea of applying the preposterous system of augmentations and dimi- 
nutions to notes seems absurd and impracticable. Yet Dutot says, ‘‘ It is in 
the power of a legislator to increase or diminish the quantity as well as the de- 
nominational value of notes.’”’ Bearing this doctrine in mind, the change of 
the notes from stipulations in écus de banque — weight and standard of this 
day —to livres tournois carried with it liability to augmentations and dimi- 
nutions,— a danger to which, Law had previously argued, notes would not be 

- subject. This change had been brought about adroitly, by pretending to offer 
the public a choice between the two forms of notes in the first issue, but 
actually putting forth only the livres tournois notes. The decree of February 
11 isin harmony with this policy. The exemption of the notes from dimi- 

f nutions by the decree of April 22, is a direct reversal of it. Afterwards, Law 

availed himself of this exemption to draw coin to the bank, by notifications of 
impending diminutions. For that reason, it has been argued that he fa- 
vored the exemption. No interpretation of these events is consistent with any 
financial theory. It seems probable that the quiet abandonment of notes 
payable in coin of ‘‘ weight and standard of this day’’ was due to Law. He 
had availed himself of such notes to buoy the General Bank. He had argued 
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ances exclusively in this form, and were also forbidden 
to remit coin to Paris except for the benefit of the bank. 

The power of the Scotch adventurer was now an ac- 
complished fact. His skilful manipulation of the cour- 
tiers, his adroit management of the regent, and his won- 
derful mental resources had enabled him to adapt his 
schemes to the temporary requirements of the situation. 
He had conquered success out of a series of difficulties 
and obstructions which could only have been overcome 
by a man endowed with a sanguine temperament and 
gifted with extraordinary powers of persuasion. Having 
subdued the Court and secured a foothold in the commer- 
cial world, he next turned his attention to the task of in- 
teresting the people in his scheme. 


ANDREW McFARLAND DAVIs. 


in advance that notes would be more stable than coin, in order to convince 
doubters. But, when popular confidence in bank-notes had once been estab- 
lished, he could afford to abandon that form of note. The decree of April 22 
denotes the interposition of another hand. The fact that Law afterwards 
availed himself of a feature of the notes apparently inserted against his will 
merely shows his power to make use of circumstances. 


=. 











GOLD AND PRICES SINCE 1878. 
I. 


Muvcu of the difference of opinion as to the significance 
of recent movements of prices is due to the fact that the 
value of gold is a ratio which varies with a variation in 
either of its terms. Whether commodities fall in relation 
to gold or gold rises in relation to commodities, in either 
case the value of gold has risen. The same phenomena, 
therefore, may be due to radically different causes. So 
that, admitting the fall of prices, it is said, on the one 
hand, that the rise in the value of gold is due to some 
cause affecting gold itself, such as scarcity; and, on the 
other hand, it is claimed that the fall in prices is due to 
causes connected solely with commodities, and not with» 
gold. 

The believers in the scarcity value of gold substan- 
tiate their position by reference to the falling off in the 
annual production of gold; the unusual demands for gold 
since 1878, by Germany, Italy, and the United States; 
stringencies in the money market; the increased use of 
gold in the arts; the claim that the fall of prices is gen- 
eral; the exceptional character of the depression of trade 
since 1878; the general existence of low wages, profits, 
and rents; and the absence of any progress since 1873 in 
the means of economizing gold and silver. These opin- 
ions have been prominently associated with Mr. Robert 
Giffen,* the statistician of the English Board of Trade, 
and Mr. Goschen,t the present Chancellor of the Ex- 
chequer; while the evident connection of the main propo- 


* Journal of the Statistical Society (London), March, 1879. 
+ Journal of the Institute of Bankers, April 18, 1883. 
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sition with bimetallism has given it a semi-political char- 
acter, and many supporters in both Europe and America. 


II. 


Inasmuch as the rise in the value of gold since 1873 is 
in proportion to the fall of prices, it is a matter of some 
importance to look critically at the facts in regard to 
prices. With this object in view, the more important 
tables of prices since 1850 have been collected in the 
Appendix, with explanations as to the methods of compu- 
tation, sources, and reliability. It is hoped that a com- 
parison of the diverse methods and results of these tables 
will serve a useful purpose. 

Hitherto, the figures of the London economist for 
twenty-two articles have been almost universally used as 
evidence in regard to the movement of prices; but it is 
time that the worship of this fetich should cease.* Of 
late, much more trustworthy tables have been published. 

In Chart I., a comparison is presented of the prices in 
Great Britain, Germany, France, and the United States. 
The untrustworthiness of the Heonomist table as a basis 
for inferences in regard to causes affecting the whole 
world will be seen at a glance in the years 1862-67. The 
table of Mr. Sauerbeck,} however, which gives the prices 
of thirty-eight articles, but all of raw produce, furnishes a 
somewhat better view of the movement of English prices 
to the present day. The French prices f¢ show a less rise 
to 1873 and a less fall since 1873 than the English figures, 
which accords with what we know as to the exemption of 
France from the violence of the crisis of 1878. The table 
of American prices cannot be depended upon. It is in- 


* For detailed criticism, see Appendix, Table A. 
t For the relative value of these tables, see the notes in the Appendix. 


t The number 100 in this table corresponds on the chart to 123.6 of Soet- 
beer’s table, which is the average of the latter’s numbers for 1865-69 (the years 
used as a basis in the French prices). 
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serted only for the sake of comparison. The Hamburg 
prices, published by Dr. Soetbeer, in the second edition of 
his Materialien (1886), furnish the most satisfactory, accu- 
rate, and complete collection of prices yet made. It will 
be seen that, while Sauerbeck’s English figures * show a 
greater fall since 1873 than the Hamburg prices, they do 
not fall so low in 1885 as the Economist prices. The 
very important fact to be observed, however, from the 
Hamburg table is that prices in 1885 were still 10 per 
cent. higher than they were before the discoveries of gold 
(1847-50) ; and it is significant that prices seem to have 
fallen less as we go to tables which include a greater 
number of articles. There is thus a difference of about 
30 per cent. in the results of the Hamburg and Heonomist 
table, much to the discredit of the latter; and, in fact, 
the Heonomist table is not of a kind to be compared with 
the other. 

The separation of the movements of prices in special 
groups of commodities in the Hamburg tables, as presented 
in Chart II., shows a striking divergence in the prices of 
agricultural, animal, mineral, and manufactured products. 
The eye is at once struck with the great rise in the prices 
of animal and agricultural products since 1850; while 
there has been the expected fall in the case of manufact- 
ured goods, accompanied by a surprising fall in the prices 
of mineral products. 

Among other illustrations | of economic principles to 
be seen in these charts, there is one which Englishmen 
may well consider. It seems possible that English prices 
have fallen since 1873 more than prices in other countries. 
If so, may this not be attributed to a readjustment of the 
equation of Internation Demand, due to a lessened de- 


*The standard 100 in Sauerbeck’s table represents the average of the 
years 1866-77, which corresponds on the chart to 128.7 of Soetbeer’s table. 

t A verification is given of the principles laid down by Mr. Cairnes, Lead- 
ing Principles, pp. 117-46, on derivative laws of value. 
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mand in other countries for England’s products compared 
with England’s demand for the products of other coun- 
tries? Many complaints have been heard in England of 
the increasing competition of Germany, France, and the 
United States in foreign markets; for only since the war 
of 1870 have Germany and France given full play to 
their modern industrial spirit.* In fact, evidences are 
multiplying to the effect that the demand for English 
goods has not grown in a sufficiently gratifying manner. 
If this explanation be given full weight, it may suggest 
that other causes are at work to bring about a fall of Eng- 
lish prices than the scarcity of gold. Too often, the 
reasoning on this subject takes for granted that what is 
true of Great Britain is true of all the rest of the world. 
It will not by any means be admitted that the lower 
range of prices, when once reached, has prevented pros- 
perity ¢ in other countries. 


III. 


Granting a fall in prices since 1873 of 20 per cent., 
yet it will not be possible to reason directly from a fall of 
prices to a scarcity of gold. But this is the import of 
Laveleye’s argument} in answering Mulhall,— who had 
gone to quite as great an extreme in the opposite direc- 
tion, and had denied § any connection whatever between 
prices and the quantity of the precious metals,— for 
Laveleye even classes Mill among the believers in what 
the Germans call the Quantitdts-theorie, by quoting his 
words: || “ The value of money depends, caeteris paribus, 


* Cf. Fowler, Appreciation of Gold, p. 34. 

+ The clearings in the United States for October 1, 1886, were one-fourth 
larger than for October 1, 1885, at the lower range of prices. 

t Contemporary Review, May, 1886, p. 632. 

§ History of Prices since the Year 1850, pp. 138, 139; and Contemporary 
Review, August, 1885. 

|| Laveleye strangely omits the succeeding sentence: “In any state of 
things, however, except the simple and primitive one which we have supposed, 
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on its quantity, together with its rapidity of circulation. 
..- An increase of the quantity of money raises prices, and 
a diminution lowers them. This is the most elementary 
proposition in the theory of currency, and without it we 
should have no key to any of the others.” In his final 
statement, however, Mill plainly says (B. III., chap. xi., 
§3), “In a state of commerce in which much credit is 
habitually given, general prices at any moment depend 
much more upon the state of credit than upon the quan- 
tity of money.” The devices for economizing money 
which the progress of society has developed render it im- 
possible to say that prices depend directly upon the quan- 
tity of money.* 

Credit in its full development is quite modern, and its 
relation to prices is not always carefully defined. Mill, 
for example, prefaced his discussion of the effect of credit 
on prices by the remark: “It is not, however, with ulti- 
mate or average, but with immediate and temporary, 
prices that we are now concerned.” Now there is no’ 
conceivable moment but that of a total stoppage of trade 
when credit is not in active operation; and as credit is 


the proposition is only true, other things being the same ; and what those other 
things are which must be the same we are not yet ready to pronounce ”’ (B, III., 
chap. viii., §4). In his final conclusion, quoted above by me, he pronounces 
what they are. 

* Frewen, Nineteenth Century, October, 1885, p. 595, carries the error still 
further by claiming that prices change with the production of gold. One can- 
not assign much weight to Mr. Frewen, when he declares that capital is spent 
rather than accumulated in the United States, because of the heavy taxation ! 
(p. 601). Dr. Soetbeer, Materialien, p. 81, reminds us that both Huskisson and 
Jacob attributed the depression which prevailed in Europe after 1815 to a 
scarcity of the precious metals. He also mentions an interesting book by 
J. Helferich, published in 1843, which combated the Quantitéts-theorie, and 
explained that credit can separate the function of a medium of exchange from 
that of a measure of value, and can serve as the former without affecting the 
latter. Most German bimetallists (excepting Dr. Arendt) agree with Messrs. 
Giffen and Goschen in attributing the fall in prices and the depression of trade 
to the scarcity of gold. But, on the other hand, Bourne, Journal of Statistical 
Society, June, 1879, p. 417, who denies the scarcity of gold, claims, with Mul- 
hall, that the quantity of gold has no relation to prices. 


+B. II1., chap. xii., § 1. 
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purchasing power of a highly efficient kind, often prefer- 
able to actual coin, it must be regarded as affecting prices 
not temporarily, but always, with greater or less force. 
At some periods it may be more actively used than at 
others.* In truth, in society as it exists to-day, the gen- 
eral level of prices for considerable periods (sufficiently 
long to permit the effect of changes in the business habits 
of the community, or changes in the existing stock of 
gold, to be felt) must depend upon a combination of the 
quantity of money with the various forms of credit. The 
two are inextricably bound together. So, therefore, the 
level of prices (so far as it is affected by the offer of 
purchasing power) depends on the expansion or contrac- 
tion of two factors, quantity of money and credit, each of 
which may change to a considerable extent independently 
of each other. Both may increase or diminish together, 
or the gain of one may offset the loss of the other. A 
great collapse of credit, for example, without any change 
whatever in the quantity of the precious metals, might 
lower the general level of prices ;- and, if this demoraliza- 
tion of confidence was sufficient to alter existing condi- 
tions of mind in the commercial classes, it would produce 
an effect over a considerable period of time. On the other 
hand, a period within which there occurred not only an 
enormous increase in the quantity of the metals used for 
money, but also an unusual expansion of credit, would 
show an advance of prices quite out of the natural order 
of things. Such a period was that from 1850 to 1873. 


* Between 1833 and 1839 prices rose 22 1-2 per cent., and between 1839 and 
1844 fell 44 per cent.; and “this great oscillation,’’ Jevons asserted, ‘‘ was 
entirely due to the general expansion of trade and credit, and to its subsequent 
collapse.” Contemporary Review, May, 1881, p. 752. Again, in 1857, at a time 
when the mines were yielding unprecedented quantities of gold, a collapse of 
credit produced a fall in prices of fully 15 per cent. 
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IV. 


The series of events which led to the expansion of trade 
and the collapse in 1878 were unprecedented in their mag- 
nitude. The greatest production from the mines which 
the world has ever seen was pouring gold into the chan- 
nels of trade. In spite of the expansion of commerce and 
the absorption of gold by France, the new gold must have 
affected prices. But this set in motion other forces which 
had an effect on prices. The gold discoveries themselves 
created a spirit of adventure, and stimulated high hopes 
of gain in unusual ways. Then, too, a period of rising 
prices breeds speculation. The figures of home and for- 
eign trade were swelled by the higher range of prices, and 
added to the buoyant feeling, under the inspiration of 
which new enterprises were eagerly entered upon. The 
Crimean War and the extraordinary rise of agricultural 
products (see Chart II.) aided the movement, which re- 
ceived but a partial check in the panic of 1857. The war 
in Italy of 1859 was followed by the Civil War in the 
United States in 1861. The latter produced a great rise 
in the prices of cotton, tobacco, and breadstuffs* in 
Europe; and the issue of inconvertible paper drove gold 
out of the country. Then Italy also gave f up her specie 
after 1865. The war between Prussia and Austria added 
to the abnormal extension of trade, which in 1866 again 
received only a partial check. The years from 1867 to 
1873, in the United States, witnessed an unlimited expan- 
sion of extravagance and overtrading, such as has been 
seldom equalled, accompanied by excessive railway build- 
ing. Our imports were out of all proportion to our abil- 
ity to pay for them.f In this period, also, came the Fran- 


* This is seen in the Economist figures, in Chart I. 

t The writer in the Edinburgh Review for July, 1886, p. 34, estimates the 
addition of gold to Europe from the United States and Italy as about $500,- 
000,000. 

} Cf. Cairnes, Leading Principles, pp. 364-372. 
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co-German War of 1870, and the distribution of the 
indemnity of war by Germany. The extraordinary and 
exceptional demand for commodities in periods of war, at 
the very time of the great destruction of wealth, produced 
an unhealthy state of affairs; but on the outside all 
seemed fair, and men had begun to believe that prices 
were fated always to rise. The speculation in metals (see 
Chart II.) in 1878 was of an unparalleled kind.* Noth- 
ing, in fact, marks this period from 1850 to 1878 (as com- 
pared with the period from 1878 to 1886) more distinctly 
than the extreme variations in the rate of discount at the 
great banks of Europe. There were all the evidences of 
an unhealthy and abnormal condition of affairs. But the 
unchecked demand, when the actual power to buy had been 
greatly impaired, could not go on forever. When it was 
once found that men had been creating liabilities beyond 
their means to meet them, the end had come. The crisis 
of 1878 was the painful return to a consciousness of the 
real situation, after a prolonged fever of speculation for 
nearly twenty years, which had spread over many coun- 
tries. The effects were the more serious because the 
disease had got such great headway. The period since 
1873, on the other hand, is stamped by a radical change 
in methods of business; and a new epoch in production 
practically dates from that year. The peculiar changes 
in the organization of industry will themselves sufficiently 
explain any exceptional characteristics of the present 
period. 

Those commodities, moreover, for which the demand in 
the period of overtrading had been most extended (and 
which were of a character capable of rapid production) 
would be the ones in regard to which, after the collapse, 
there would be the greatest difference between the power 
of production and the now lessened demand, based on 
normal wants. Demand and supply had been thrown out 





*See Leroy-Beaulieu, Revue des Deux Mondes, May, 1886, p. 393. 
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of their reciprocal adjustment. Just as when a large 
building, erected by fitting one timber or board to an- 
other, is levelled to the ground by a tornado, exactly the 
same building can never again be reconstructed out of 
the old materials,—for reciprocal parts are wanting ;— 
so, after a serious commercial disaster, like that of 1873, 
producers must make entirely new estimates as to the 
extent of demand, and supply must be adjusted to new 
conditions. In this way, a great derangement of trade 
and credit will produce unequal effects on different com- 
modities. 


V. 


To support the claim that we are now dealing with 
practically new conditions of production, no facts of the 
industrial situation since 1873 can be adduced which are 
more convincing than those relating to improvements and 
new sources of supply. The period following a great | 
financial upheaval is naturally crowded with improve- 
ments in processes and in methods of lowering the cost 
of production. Necessity becomes the mother of inven- 
tion. The extent to which producers have been driven 
by the fierce competition since 1873 to cheapen produc- 
tion leads to the inquiry how far the fall of prices can 
be accounted for by influences connected solely with com- 
modities, and not with gold. If these influences have 
been widely extended, it will be strong evidence that the 
scarcity of gold has had less effect than some suppose. 

In order to take a definite point of departure, I shall 
select from Mr. Goschen’s list of articles * twenty-three 
which have fallen in price, and see whether the fall can be 


* Journal of Institute of Bankers, May, 1883, pp. 277-279. These commodi- 
ties, be it observed, are practically the same as those given by Mr. Giffen (see 
Appendix, Table E) to show the effects of a scarcity of gold in lowering prices. 
I have omitted from Mr. Goschen’s table only cocoa, rice, indigo, cotton, hides, 
jute, and hewn timber ; of which cocoa, cotton, and hides have practically not 
fallen at all; rice and jute are affected by the fall of silver; while indigo and 
timber are subject to peculiar fluctuations. 
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accounted for by conditions affecting each commodity 
itself; — 











1873. 1883. | 1873. | 1883. 
£3.d.\| £38. d. £8.d.) £38. d. 
Sorin “| 3S $] i giMehammenim | ay 1 
Congon, Ib 11} 5 0 |Cochineal bad 25 10 
Coffee,Ceylon, cwt.| 87 0| 70 0 |Nitrateof soda, cwt.| 166] 12 0 
A Shee ee ee ee 
% ton 
Iron, Scotch pig, ton| 6 7 0|2 9 0 |Paper, "| 3 09/116 3 
] . « | 2110 0/1315 0 |Staves, load, | 10 00/5 0 
Copper, « |91 0 0/65 0 0 |Mahogany, «| 11120) 9 5 
» foreign, « (142 0 0/93 0 0 |Railway carriages, 111 10 0/85 0 
Wool, =. Ib. 23 4 Boots and shoes, doz.| 3 49/217 2 
“« "Mol . « 3 3 1 




















Taking these commodities in the order given, we find 
the fall in price of sugar due to the revolution in produc- 
tion since 1873 stimulated by the bounties on beet sugar 
in France, Germany, and Russia. The sugar of the West 
Indies was thus deprived of the vast European market. 
The supply was increased in this way without any con- 
nection whatever with the demand. From 1877 to 1882, 
the product of cane sugar increased 33 per cent., and that 
of beet sugar 40 per cent.* 

Tea has fallen in price, owing to the great increase of 
production in Japan, which has risen to forty-five million 
pounds, to the enormous extension of tea cultivation in 
India, and to the addition of large supplies from Java and 
Ceylon; while, unlike coffee, the consumption of tea has 
not increased in proportion to the increased production.t 


* Leroy-Beaulieu, Revue des Deux Mondes, May, 1886, p. 398. According 
to Fowler, Appreciation of Gold, p. 23, the price of sugar in 1830 was £50 per 
ton; in 1840, £40; in 1880, £25; in 1886, £16. He finds, Contemporary Re- 
view, April, 1885, p. 539, the imports of unrefined sugar from Germany into 
England in 1884 were seven and three-fourths million hundred-weights as com- 
pared with four and one-half million hundred-weights in 1882. 

t Tea is also bought with silver in the East, and, like jute, its gold price 
falls; while the lowered freights have also had a serious influence. The ex- 
ports of tea from India have quadrupled since 1873. See Sauerbeck, ibid., p. 23. 
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Coffee has not fallen in price to the extent shown in 
Mr. Goschen’s table. The average price at Hamburg in 
1866-70 was expressed by 142; in 1876-80, by 207; and 
in 1881-85, by 139. Although the total production has 
increased,* the variations in the seasons cause violent 
fluctuations. The fall in the price of Brazilian coffee is 
accounted for by the extension of railways into the inte- 
rior, which has dispensed with the carriage of coffee on 
mules to the seaports. 

A fall in the prices of wheat and agricultural products 
seems to strengthen Mr. Goschen’s argument, for com- 
modities affected by the law of diminishing returns have 
a tendency to increase in price. A fall in the prices of 
such articles, therefore, might suggest a general cause, 
like the scarcity of gold. But at no time for centuries 
have there been in operation stronger forces to oppose 
this law than in recent years. The tremendous gains in 
cheaper transportation have, as never before, opened up 
new and superior wheat-growing soils,¢ so that the “mar-' 
gin of cultivation” for Europe is now found in India and 
the United States. The effect of this has been, irrespec- 
tive of freight, to raise the margin of cultivation for 
Kurope. It is only strange that the price of wheat has 
not fallen more seriously. Improved methods of farming, 
moreover, have enabled each acre to produce more than 
in 1870. Even in Europe, Leroy-Beaulieu thinks that, in 
the last twenty-five years, food has increased faster than 
population. 

* Leroy-Beaulieu, ibid., gives the production as follows: 1855, 321,000,000 
tons ; 1865, 422,000,000; 1875, 505,000,000; 1881, 588,000,000. The deliveries 
of Rio coffee in New York in 1873 were 68,863 tons, but in 1886 189,319 tons. 


+The United States in 1870 had 88,000,000 acres planted with wheat, 
which was increased to 157,000,000 acres in 1884. India, moreover, increased 
her acreage from 18,000,000 in 1870 to 25,000,000 in 1884; while Europe planted 
440,000,000 in 1870 and 482,000,000 in 1884, Leroy-Beaulieu, ibid., p. 396. Neu- 
mann-Spallert, Uebersichten der Weltwirthschaft, p. 155, states that from 1869 
to 1879 the production of cereals in Europe was actually doubled; while the 
imports of grain in 1869-70 were valued at $409,000,000, and in 1879 at 
$817,000,000. 
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Pepper has not fallen, but risen, in price since 1873.* 
For 1871-75 the average prices at Hamburg are ex- 
pressed by 229.7, but for 1881-85 by 233.8. 

The introduction of improvements in the iron industry 
since 1878 shows the tendency to adopt new devices in a 
time of financial depression.t When a business is profita- 
ble, there is no reason for stopping at a great loss each 
day to introduce better processes. In a time of depres- 
sion, a stoppage is no loss. The cost of production of the 
coal, ore, and lime which enter into the production of pig 
iron, writes Mr. Joseph D. Weeks, has been lowered by 
the following agencies : — 


The use of steam-drills instead of hand-drills, of coal-cutting ma- 
chines for the pick of the miner, of compressed air in place of 
steam, of locomotive and water carriage in place of mules and of 
human carriage, of dynamite and its associate explosives in place 
of powder, of lime and water cartridges instead of powder cartridges, 
of the long-walled system of mining instead of the pillar and room, 
etc. In the blast furnaces there have been important changes in the 
lines of the furnaces,—in the methods of blowing and admitting the 
air, of charging the furnaces, of using the metal without allowing 
it to become cold, and of improved hoisting apparatus. In the roll- 
ing-mill, the improvements are almost without number. Some of 
them are growths; that is, a little change to-day, another change 
to-morrow, until in months’ or years’ time a gradual improvement 
has taken place, as compared with the years before, that would 
hardly be believed without making the comparison. I presume that, 
had I time, I could name at least five hundred improvements, some 
that have decreased cost and others that have improved quality. 


Even in the case of improvements introduced before 
1878, it has been only since then that their use has been 
applied on an extended scale. The manner in which im- 
provements have lowered the price of iron illustrates the 
characteristics of modern industries in general. 


*See, also, Appendix V. 
tA few years after the panic of 1873, a large iron manufacturer, after 
lamenting the poor prospects in his industry, said, ‘“‘ And yet we were never 
making so many improvements as now.”’ 
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The price of lead has fallen, as is well known, because 
of the extraordinary amount of lead liberated in treating 
the argentiferous lead ores discovered in Colorado, Mon- 
tana, Nevada, Utah, and other Western States and Terri- 
tories. The lead, being produced as secondary to the 
yield of silver, was sold for what it would bring,* regard- 
less of the conditions affecting the mines worked solely 
for lead. 

The effect on prices of a sudden opening of new sup- 
plies has never been more marked than in the matter of 
copper. The recent discovery of immense deposits in 
Arizona, Montana, and Spain has caused a revolution in 
this industry. The great yield in the West utterly over- 
whelmed the Lake Superior combination, which formerly 
controlled the market in the United States.t In the 
spring of 1882, copper here fell from twenty-two cents 
per pound in the spring of 1882 to only eleven and a half 
cents in 1885, solely from the causes named. 

Tin has not fallen seriously in price. The average’ 
price in 1884 was about the same as for 1866-67 at Ham- 
burg. The unusual speculation in metals about 1873 
(see Chart II.) carried the price of tin higher than it had 
been for about forty years, so that the quotation for 1873 
is 30 per cent. above the ordinary prices. Passing this 
by, however, the downward movement since 1878, so far 
as it exists, is fully accounted for by the discovery of 
large deposits of tin in New South Wales, Queensland, 
and Tasmania.} 

The great decline in the prices of English wool (the 
grade known as “ Lincoln”), mohair, and alpaca has a 


* The white lead corroders west of the Mississippi getting their lead at so 
low a price, the corroders on the Atlantic seaboard were placed in a very criti- 
cal position. The prices of paints, also, have thus greatly fallen of late. 

tThe Anaconda Mine in Montana led in the shipment to Europe of the 
vast excess of supply, and broke down the price abroad. 

tSee Mineral Resources of the United States, 1883-84. I am also indebted 
for information to Mr. R. W. Raymond, of New York. 
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curious cause. Before 1874, they were used on a vast 
scale in the manufacture of stiff, hard, and lustrous fabrics 
for ladies’ wear, of which “alpaca” is a type. But, by 
a sudden freak of fashion, about 1874 these goods were 
wholly given up; and their place was taken by soft 
and pliable fabrics made from merino. The change was 
so marked as practically to destroy the demand * for 
English long-combing wools as well as for mohair and 
alpaca. The price of the fine wools, however, has been 
affected by the greatly increased product of Australia and 
South America.f 

Cochineal gives another illustration of the changes in 
modern industries. Cochineal, for which an extensive de- 
mand formerly existed in dyeing and printing cloths, has 
been superseded by the aniline dyes, owing to the dis- 
covery of coloring materials in hydro-carbons, drawn 
chiefly from coal and petroleum. The yarn was weak- 
ened by cochineal, and spinners were glad enough to find 
that the cheaper aniline dyes gave as brilliant colors with- 
out weakening the yarn. 

Nitrate of soda and saltpetre fell in price because of the 
excessive yield from the deposits of Western South Amer- 
ica. The exportation of “Chili saltpetre” (nitrate of 
soda) has of late been larger than the world’s consump- 
tion.t} The average price for 1881-85 is about the same 
as for the years 1874-76. The article, however, is subject 
to great fluctuations of price. 


*Lord Penzance, Nineteenth Century, September, 1886, says an English 
farmer who formerly received £1,400 for his yearly clip now gets only £600. 
For very careful tables of prices of English wools and for information, I am 
much indebted to Mr. George William Bond and to Mr. John L. Hayes. 

t Leroy-Beaulieu, ibid., p. 397, finds a close connection between the falling 
prices of fine wool and the shipments from Australia, the Cape, and La Plate. 
The number of bales imported in 1864 was 458,000 ; in 1868, 879,000 ; in 1877, 
1,272,000 ; in 1885, 1,740,000. 

t Wagner’s Jahresbericht for 1884 states the facts as follows in metric 


1881. 1882, 1883, 
Exports from South America, . . . . 319,000 410,000 530,000 
World’s consumption, ....... 286,000 372,000 468,000 
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Coal varies greatly in price from time to time; but 
about 1873 it underwent an exceptional rise in price in 
England, while of late the production has been forced in 
an unusual way. In twenty years there has been an in- 
crease of 145 per cent. Apart from the improvements in 
mining already referred to, iron can be smelted with one- 
half the coal formerly required, and so requires less coal ; 
while the growth of English stock companies has stimu- 
lated the activity of producers. 

The industrial gains of society over nature are espe- 
cially prominent in the case of paper. A pulp made from 
the fibre of wood, instead of rags, is used in its manufact- 
ure. Not only is the wood-pulp ground by machinery, 
but lately it is also prepared by a chemical process of de- 
composition. The latter variety is used for the better 
grades of paper. Of two kinds of book-paper which in 
1873 were sold at seventeen and fourteen cents per 
pound in the United States, the price, owing to the new 
methods, has fallen one-half. The use of pulp, more? 
over, has cheapened the rags which are still partially 
used. Where the machine-made pulp is used, as in 
coarser kinds‘of paper, like newspaper stock, the fall in 
price is still more marked. Manufacturers, also, are 
learning how to use these processes to better effect; and 
the machinery is being steadily improved. 

The supply of white-oak staves for the United States, 
since the Civil War, has been drawn from Arkansas and 
Tennessee, which have been penetrated by railways. This 
has made a vast difference in their price; but inferior 
wood is also used, which would have a similar effect on 


- quotations. 


Mahogany has been affected by exceptional influences. 
The chief supply formerly came from Cuba and San Do- 
mingo ; but during the rebellion in Cuba, from 1868 to 
1878, new sources of supply were sought for in Mexico, 
where operations were stimulated by the unusually high 
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prices about 1878, due to scarcity. After the close of the 
rebellion, Cuba again furnished mahogany; and her expor- 
tations have since been increasing. This is sufficient to 
account for the fall in price, apart from the fact that in- 
ferior wood affects the quotations. 

The fall in the prices of iron and steel, and all materials 
entering into the manufacture of railroad cars, together 
with improvements in the tools and process of manufact- 
ure, will, in the United States, account for any decline 
in the price of cars. The increase of strength, moreover, 
makes a great difference in the weight to be carried, so 
that the superiority of the new cars has caused a deprecia- 
tion in the value of the old ones.* 

The marked progress of improvements is also seen in 
the making of boots and shoes. In 1870, the operative 
was also a skilled shoemaker: now, he is known only as 
an edge-trimmer, an edge-setter, or a laster, because ma- 
chinery has been introduced which performs a special part 
of the manufacture. One machine trims the sole, another 
the heel, another polishes the shoe; another, a beating-out 
machine, disposes of a whole row of shoes instead of one, 
as in former days. The button-holes are now worked by 
a machine which enables one operative to make five thou- 
sand in aday. In the McKay sewing-machine, on which 
four hundred pairs were sewed in a day, a small arm made 
two movements to throw one loop of thread over the 
needle; but, when it occurred to the inventors to cause 
the arm to throw one loop at each movement, the opera- 
tive was enabled to sew eight hundred to one thousand 
pairs in a day.t Such changes are constantly going on, 
and it is little marvel that shoes are better made and lower 
in price. 





*I am indebted for information to Professor Arthur T. Hadley and to 
Mr. M. N. Forney, Secretary of the Master Car-builders’ Association, New 
York. 

tThe Goodyear McKay welt machine sews the welt on to the upper 
leather, and then sews the outer sole on to the welt, giving practically the 
advantages of hand-sewed work at a less price. 
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The fall of prices shown by Mr. Goschen can thus, with- 
out a question, be explained by causes other than the 
scarcity of gold. The course of progress, moreover, has 
gone farther and in more directions than I have space 
to describe * here. Suffice it to conclude with the facts 
in regard to the lowering of charges for transportation, 
which affect the prices of a great range of commodities. 
The average rates of freight for wheat from Chicago to 
New York f have fallen to less than 40 per cent. of the 
rates of 1878, whether we refer to transit by rail or canal. 
The charges for ocean transportation have fallen quite as 
much.¢ One of the mechanical triumphs of recent years 
has been the transformation of the old steamship into the 
new,§ which, taken in connection with the improved grain 
elevators and various expedients for receiving and dis- 
charging cargoes, has warranted the statement that a 
single sailor to-day transports two times as much as he 
did in 1870, three times as much as in 1860, and four 
times as much as in 1850. The fall in the rates of freight 


* As illustrations, we may point to the character of the improvements 
introduced in the making of glass (which led to the labor riots at Charleroi in 
Relgium). One new Siemens ‘‘ tank furnace” does the work of eight old coal 
furnaces, while it requires only four men instead of twenty-eight. Common 
window glass has consequently fallen in price one-half. (See Fowler, Appreci- 
ation of Gold, p. 39.) Again, steel rails can now be made at a less price than 
iron rails were made a few years ago, owing to well-known inventions. Still, 
again, in the cotton mills, spindles which revolved four thousand times in a 
minute about 1873 now revolve ten thousand times in a minute. 

In connection with the great increase of supplies, see a suggestive investi- 
gation by Mr. Luke Hansard, in the Report of the Royal Commission on the 
Depression of Trade, Appendix, pp. 405-414. 

t United States Bureau of Statistics, January, 1885. 

tSee Contemporary Review, April, 1885, p. 545, where Fowler gives the 
charges from Calcutta on jute, wheat, linseed, and rape-seed, from 1881 to 
1884. See, also, Leroy-Beaulieu, ibid., p. 401; Fowler, Appreciation of Gold, 
pp. 45, 71; The Public, December 22, 1881. 

§ The improved ship, being a better and cheaper carrying instrument, is 
itself the cause of the depreciation in value of older ships. In fact, this is the 
natural result of improvements. This depreciation of capitalized property, 
owing to improvements, is Mr. Frewen’s real difficulty, and is not explained by 
the scarcity of gold. 
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from Calcutta to London would alone account for the 
fall in price of several articles in Mr. Goschen’s list. The 
tolls and pilotage on the Suez Canal * have fallen about 
one-third since 1873. 

The steady extension of the electric telegraph, together 
with changes in methods of doing business, help to lower 
the cost of production of many commodities. The means 
of instant communication with agents and correspondents 
in opposite parts of the world wholly obviates the carry- 
ing of large stocks of goods, and economizes the use of 
capital like a labor-saving machine. The whole world is 
thus opened to any dealer, and the middle-man is less 
used than formerly. Producers are brought nearer to 
consumers. 

Of the fall of prices in his table, Mr. Goschen says, 
“T am bound to say it appears to me that these figures 
reveal an extraordinary state of things”; and he thinks 
it is due to the scarcity of gold. It has been shown con 
clusively, however, that, in every case investigated, a 
cause peculiar to the commodity has been found, without 
the need of referring to a general cause connected with 
gold. The opening of better lands to cultivation, the 
discovery of richer mineral deposits, the perfection and 


cheapening of transportation by which all these distant | 
resources have become easily available, the increased mo- , 
bility 9f labor and capital in finding out these new | 


resources, the steady and extraordinary development of 
mechanical and chemical improvements in a great number 
of industries,— these are some of the main causes ¢ which 
have affected the prices of a variety of commodities since 
1873. 


Laveleye, however, remarks ¢ that improvements made 


* Leroy-Beaulien, ibid., p. 400. 
tCourcelle-Seneuil (Journal des Economistes, August, 1886, p. 163) finds 
that the completion of a period within which productive railways can be built 
has had an important influence in lowering prices since 1883. 
t Contemporary Review, May, 1886, p. 621. 
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even greater progress in the years 1860-70 than they have 
since then; but that prices in the former period rose from 
18 to 20 per cent. Why, then, he urges, can the same 
cause have produced an opposite effect since 1873? To 
7 this, it must be said, If improvements multiplied before 
1873, and yet the prices of the commodities affected did 
not fall, the expected result must have been masked or 
counteracted by other influences. Surely, no one will con- 
tend for a moment that improved processes in particular 
industries will not lower the value of commodities rela- 
tively to gold, if gold has remained unchanged in its con- 
ditions of production. This would lead one to suppose 
that the prices of many articles before 1873 must have 
shown a fall, had it not been for the vast extension of 
speculation and overtrading and the influences of the new 
gold. But, now that the inflation and abnormal condi- 
tions of the previous period have been left behind, the 
effect of improvements has become more clearly apparent. 
In fact, when one considers that, with all the unparalleled * 
development of cheapening processes since 1850 in al- 
most every industry which ministers to human wants, 
prices are no lower or, by the Hamburg figures, even 
10 per cent. above the level of prices in 1847-50, one is 
penetrated by the conviction that prices are still buoyed 
up by the high tide of an abundant gold supply. Else 
why should prices not be much lower than in 1850? “Tf, 
under such circumstances,” says Cairnes,* “prices did 


*** A rise in the price of commodities, if general, implies commonly a fall 
in the value of money ; but, according to the ordinary use of language, alike 
by economists and in common speech, money would, I apprehend, in certain 
circumstances, be said to have fallen in value, even though the prices of large 
classes of commodities remained unaffected. For example, supposing im- 
provements to have been effected in some branch of production, resulting in 
a diminished cost of the commodity, the value of money remaining the same, 
prices would fall. If, under such circumstances, prices did not fall, that 
could only be because money had not remained the same, but had fallen in 
value. The continuance of prices unaltered would, therefore, under such cir~ 
cumstances, amount to proof of a fall in the value of gold. Now, when, in 
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not fall, that could only be because money had not re- 
mained the same, but had fallen in value.” Or it would 
be more correct to say that the cost of producing money 
had fallen; for, if prices are now nearly the same as in 
1850, in reality the cost of production of both commod- 
ities and money has fallen, leaving them relatively to each 
other in very much the same position as in the beginning. 
When we once fully apprehend the influences of the 
progress of society on prices, we cannot admit that a 
fall of prices is connected in any necessary way with a 
scarcity of gold. 


VI. 


The preceding discussion, however, does not account 
for a general fall in prices. If the fall of prices has been 
general, it might suggest a single cause affecting all com- 
modities, such as the scarcity of the medium by which 
goods are exchanged. In fact, it seems to be quite neces- 
sary to a theory which explains the fall in prices by the 
searcity of gold that the fall should be universal. And 
this is so stated. “The most disastrous characteristic,” 
remarks Mr. Giffen,* “of the recent fall of prices has 
been the descent all round to a lower range than that 
of which there had been any previous experience.” In 
the case of English exports and imports, the reader will 
find in Appendix V. a large collection of commodities 
which have actually risen in price since 1873, although 
that was a year of abnormally high prices. Mr. Pal- 


connection with this consideration, we take account of the fact that over the 
greater portion of the field of British industry improvement is constantly tak- 
ing place, it is obvious that the mere movements of prices here, taken without 
reference to the conditions of production, are no sure criterion of changes in 
the value of gold.” Essays, p. 106. 

* Contemporary Review, June, 1885, p. 809. This is the ground taken by 
Laveleye, Contemporary Review, May, 1886, p. 621. Frewen (Nineteenth Cen- 
tury, October, 1885, p. 601) says: ‘‘ Prices have ail fallen more than twenty per 
cent... . Prices all round are falling lower and lower still, because that circu- 
lating medium which measures values has diminished.”’ 
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grave * points out a rise in price in 1886, as compared 
with 1881, of six of the articles used in the KHeonomist 
table. Moreover, in the same list, comparing the period 
before 1875 with that since 1880, sugar, tea, tobacco, 
butcher’s meat, raw silk, and leather have been at times 
higher in the latter than in the former period. 

The Hamburg tables also give additional evidence that 
prices are not all moving in the same direction. I have 
collected ¢ twenty-one articles, out of the one hundred 
quoted at Hamburg, which show an upward tendency, 
by comparing the average prices of 1881-85 with those 
of 1871-75. The average of the numbers representing 
the prices of these twenty-one articles in the period 1871- 
75 was 164.2, and in 1881-85 183.8. In the same lists 
there can be found at least twenty-one articles $ which 
have shown a decided tendency to fall in price. The 
remaining articles do not show a marked movement in 
either direction. Forsell § makes an interesting analysis 
of the whole one hundred into two groups, classifying 
those which show a tendency to rise and those which 
show a tendency to fall. In the first class he includes 
fifty-one articles, and in the second forty-nine articles, 
with the following results in averages: — 

1847-50, 1851-60. 1861-70. 1871-75. 1876-80. 1881-85. 


I. 143.7 146.4 
Il. 100 109.7 114.6 121.7 103.7 96.7 


* Report of the Royal Commission, 1886, Appendix, p. 330, The articles are 
Jamaica rum, potatoes, flax, hemp, ashes, and tin (although tin is quoted by 
Mr. Goschen as showing a great decline in 1883). 





1871-75. 1881-85. 1871-75. 1881-85. 

ee a a. a 140.7 143.5 | Almonds, ..... 111.1 1275 
Buckwheat, 131.7 106.5 | Wime, . 2 se co 221.9 2841 
ar 339.4 355.38 | Champagne, 121.2 124.5 
. aa. 153.1 168.9 |Coooa, .....4-. 156.8 230.1 
Mutton,. ..... 135.4 158.1 pre ee 229.7 233.8 
ws 6 or ee 126.7 126.9 | Alispice, ..... 60.4 72.1 
FS 188.3 Se pees 6 6 5 ee 181.8 199.1 
Beietie®, . «so 201.9 225.9 |Ivory, ....-. >. 185.0 194.3 
Buffalo horns, 184.9 S| ia 123.1 128.2 
rn 6 0 @ + 6 149.8 165.8 | Gum elastic, 141.6 157.9 


t Wheat, flour, rape-seed oil, linseed oil, olive oil, palm oil, allspice, rice, 
sago, cochineal, logwood, quicksilver, salt, chalk, silk, wool, potash, pearl- 
ash, soda, stearine candles, and wax. 

§ The Appreciation of Gold, ete., p. 22. 
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Whether to draw inferences as to a scarcity of gold 
from forty-nine articles, or to infer that gold was abun- 
dant, according to the prices of fifty-one articles, is an 
awkward dilemma for those who think that prices give 
direct evidence as to the quantity of money. As Forsell 
remarks, the theory of a scarcity of gold is incompatible 
with the rise * in price of so many commodities. 

The purchasing power of gold, moreover, has been 
indicated in other ways, such as the higher prices paid 
for services, domestic servants, rents for houses, and for 
a vast number of things which, in their nature, cannot 
be included in price-lists, but which absorb a large part 
of every one’s expenditure. 


VII. 


From the foregoing statements, it must be evident that 
the connection between prices and the quantity of gold is 
not so simple as some would have us suppose. But Mr. 
Goschen and his followers see reasons, in the direct and 
visible demands for gold, since silver was demonetized by 
Germany, to believe that gold | must be scarce enough to 
cause a general decline in prices. 


Gold to the amount of nearly £200,000,000 has been required for 
supplying Germany, the United States, and Italy with new gold 


*Mr. Giffen (Journal of Statistical Society, March, 1879, p. 306) refers to 
the rise in price of textiles and metals (and their manufactures) in 1861-65, their 
fall in 1865-68, their rise again in 1868-73, and their fall again in 1873-79; and 
yet he cannot claim that there was any such corresponding changes in the 
quantity of gold in the world. Such fluctuations drove Mulhall (Coniemporary 
Review, August, 1885) to the extreme of asserting the absence of any connec- 
tion whatever between prices and the quantity of gold. See, also, the irregu- 
larity of movement in the prices in Bourne’s table, Journal of Statistical Society, 
idid., pp. 411, 412. 

t Journal of Institute of Bankers, May, 1883, p. 302. Giffen (Contemporary 
Review, June, 1885, p. 815) computes the demand in the previous thirteen 
years of Germany at £80,000,000, of the United States at £82,000,000 (£34,- 
000,000 for imports less exports and £48,000,000 for home production), and of 
Italy at £20,000,000. 
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currencies.* This extraordinary demand fell on a diminished supply. 
The annual production of gold during the first five years after the 
discoveries of 1851 averaged nearly £30,000,000. It now amounts 
to less than £20,000,000. The new demand has been equal to the 
total supply of ten years. At the same time, we have to reckon with 
the normal demand for arts and manufactures,t while more gold has 
also been required to meet the wants of an increasing population 
and an increased balance of transactions in all gold-using countries. 

No evidence is before us to prove that a fresh development of 
banking expedients has to such an extent further economized the use 
of gold as to neutralize this normal rate of increase. On the con- 
trary, it is believed that, in England alone, the gold circulation has 
grown by £20,000,000 in ten years. 


Now, if the existing stock of gold in the world, in- 
creased as it has been since 1850, has not been capable of 
meeting the demands specified by Mr. Goschen, in what 
way would the effects of a scarcity manifest themselves ? 
If the insufficient quantity of gold has lowered prices, the 
process must have shown itself at some point in the ma- 
chinery by which commodities are exchanged. Fortu- 


* Laveleye (Contemporary Review, May, 1886, p. 625) sees in the coinage by 
various countries since 1873 a cause for alarm. The coinage of £220,000,000 
since that year he states to be equal to the production of ten years. It is 
impossible, however, to judge of the demand for gold by the amounts coined, 
because there are received at the mints foreign and domestic coins, which 
should not be counted twice; and old plate is also brought to be coined. 
Mulhall probably overstates the case when he says (Contemporary Review, 
August, 1885) the annual average coinage of the world, 1870-84, was 
£14,000,000, of which one-half came from recoinage of old coins. One-fifth of 
the United States gold coinage in 1885 was from foreign coins and jewellers’ 
bas, plate, ete., to the amount of about $10,000,000. At least, the coinage 
since 1873 is not a demand additional to that referred to by Mr. Goschen. 
But, when Laveleye (ibid., pp. 626, 627) refers to the falling off in the coinage 
of gold and silver since 1879 in England and France as evidence of a scarcity 
of gold, he forgets that this is, on the very surface, a reason for believing 
that the coinage is already so plentiful that no more is called for in these 
countries, 

tSoetbeer (Materialien, p. 38) places the annual consumption of gold in 
the arts at 90,000 kilograms, or nearly $60,000,000, and of silver at 515,000 kilo- 
grams, or about $21,000,000. An abundance of gold, however, will not affect 
the demand for plate, etc., by lowering the price of such articles; for the price 
in gold would not change. 
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nately, Mr. Giffen * gives an explanation as to how this 
scarcity of gold has made itself felt : — 





A sudden pressure on the stock of the precious metals at a given 
period tends to disturb the money markets of the countries using 
them, makes money dear, or creates a steady apprehension that it 
may at any moment become dear, and so, by weakening the specu- 
lation in commodities and making it really difficult for merchants 
and traders to hold the stocks they would otherwise hold, contracts 
business and assists a fall in prices. 


And, later,t he asserts that 


The rate of discount and the interest of money do not depend on 
the scarcity or abundance of “money,” using the term in its strict 
sense, but on the scarcity or abundance of capital relative to the 
demands of borrowers. 


As a consequence, Mr. Giffen, in looking over the years 
since 1871, has been struck with the succession of strin- 
gencies in the money market directly traceable to the 
difficulty of getting gold. Now, curiously enough, the 
period before 1873 was more remarkable for these dis- 
turbances than was the succeeding period. From 1855 to 
1873, the rate at the Bank of England rose beyond 6 
per cent. eleven times, and twice to 10 per cent.; at the 
Bank of France, for the same years, the rate rose above 
5 per cent. ten times, and once to 9 per cent.; at the 
Bank of Germany, it rose six times beyond 6 per cent., 
and once to 9 per cent. There must have been great 
difficulty in getting gold before 1873, if we are to judge 
from the frequency and intensity of the disturbances in 
the money market. But there is no corresponding evi- 
dence as to a scarcity of gold to be drawn from such dis- 


* Journal of Statistical Society, Jane, 1879, p. 49. He claims, also (ébid., 
p. 445), that, after a fall in prices due to a scarcity of gold, there is an apparent 
superabundance of gold, due to the lower range of prices. Or, as Laveleye 
puts it, “‘the more rare it [gold] becomes, the more it apparently exceeds the 
demand” (Contemporary Review, May, 1886, p. 631). 
t Contemporary Review, June, 1885, p. 816. 
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turbances since 1873.* In fact, in the very machinery of 
borrowing and lending, where any such change might 
show itself, there is no evidence whatever of a scarcity of 


gold. 


In order to test this question thoroughly, I have com- 
piled ¢ the following table, which shows the total note cir- 
culation and the amount and character of the specie 
reserves in all the principal banks of Europe and the 


United States (000 omitted) : — 
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| 1870-1874. | 1885. 

PL | i er) =e 
} Reserves. Total = Reserves. Total 
ee note ||__ ————— 

} circu- || circu- 
| Gold. | Silver,| lation. |} Gold. | Silver.| lation. 
| || ee 

Banks of the earn | | 

Kingdom, . isa} $153,825) $198,540] $141,205 $186,850 

Banks of Australia, | 1874] 41,380) 20,580}; 65,890 28,115 

Bank of France, . 1870) 131,800| $106,600) 274,100|| 231,483/ $217,087 583,610 

Banks of Italy, . . . |[1870 15,447; 33,695 88,487 56,121; 11,203 189,690 

National Bank of Bel- | 

gium +.» « |[1870) 4,893) 14,230 40,505}; 13,900' 6,540 73,400 , 

Bank of ‘the ‘Nether- 

amds, ... .. « |{1671) 2,109; 55,320 62,857 19,161; 38,366 76,972 
Bank of Austria-Hun- | 
gary, (1871] 16,651) 37,160) 119,000 25,902, 48,646) 136,351 
Imperial State ‘Bank of | i} | 
[1871] 80,361 4,775 429,486) 102,207) 676; 429,860 
a rial "Bank of Swe- 
1870 1,749) 4,325 7,327) 3 436 | 117 9,835 
Bank ‘of Norway, 1873] * 7,058) 1,535 11,794) Tae 9,287 
National Bank of Den- 
mark, [1872] 3,801 6,980 16,877|| 11,566! 846 18,370 
National Banks of the 
United States, . . . |[1871] 18,900 284,561|| 158,100! 7,900) 276,500 
ee sa ew $477,974) $264,620] $1,554,114! | $836,14¢|$332,041| $2,018,840 




















From these figures, it will be seen that the reserves 
in the banks of the civilized world show a very remark- 


* At the Bank of England, since 1873, the rate has never been higher than 
6 per cent. and for only ninety-six days in all, divided between four occasions 
(in 1874, 1875, 1878, and 1882). At the Bank of France, in the same time, the 
rate has never risen higher than 5 per cent., and for one hundred and ninety 
days, divided between three occasions (in 1874, 1881, and 1882), 
of Germany, also, the rate has never risen higher than 6 per cent., and for one 
hundred and thirty-seven days, divided between four occasions (in 1874, 1875, 
1876, and 1882). See Report of Royal Commission on Depression of Trade, 


Appendix, pp. 370-373. 


+ From figures given by Soetbeer, Materialien, etc., pp. 58-70. For France, 


see Bulletin de Statistique Comparée, January, 


1887, pp. 62, 63, 
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able increase in gold. Although the total note circula- 
tion was increased 29 per cent., the gold in the reserves 
was increased 75 per cent., while the silver was also 
increased 25 per cent. In 1870-74, the gold reserves 
amounted to 28 per cent. of the total note circulation, 
and constituted 64 per cent. of all the specie reserves. 
In 1885, the gold bore a larger ratio to a larger issue 
of paper, or 41 per cent. of the total note circulation; 
and, in spite of unusual accumulations of silver (in the 
Bank of France, for example), the gold formed 71 per 
cent. of the specie reserves. This is a very significant 
showing. What it means, without a shadow of doubt, is 
that the supply of gold is so abundant that the character 
and safety of the note circulation have been improved in 
a signal manner. In 1871-74 there was $1 of gold for 
every $3.60 of paper circulation.* In 1885 there was 
$1 of gold for every $2.40. 

There are, moreover, strong and substantial reasons for 
believing, on independent grounds, that gold is abundant 
instead of scarce. When we compare the total produc- 
tion since 1850 with that since 1492, the result is very 
striking, and cannot be too strongly emphasized : — 


Gold. Silver. 
1493-1850, $3,314,550,000 $7,358,450,000 
1851-1885, 4,452,525,000 2,399,475,000 


In the last thirty-five years, one and one-third times as 
much gold has been produced as in the three hundred and 
fifty-eight years} preceding 1850, while only one-third 


*In the face of these facts, Frewen’s statement (ibid., p. 597) seems a little 
wide of the mark: ‘‘ Not only does the note currency diminish as the gold rep- 
resented by such currency diminishes, but, ...as gold becomes scarcer and 
prices tend to fall, so also does the entire system of credit continue to con- 
tract.’’ Cernuschi, the very apostle of bimetallism, himself admits that “‘ the 
fall in prices which is complained of is not due to what has been called a 
scarcity of gold,— a scarcity which is purely imaginary.’’ London Economist, 
April 24, 1886. 

t The amount in existence in 1848 is only a matter of conjecture. The 
estimates vary from $1,000,000,000 to $3,150,000,000. 
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as much silver has been produced in the same time. And 
yet we hear a great deal of the phenomenal yield of the 
silver mines of late years. What has become of this vast 
quantity of gold? We are fairly obliged to explain why 
gold has not fallen in value. It certainly would have 
fallen, had not its use been extended; and, out of the 
extraordinary addition to the world’s supply, the demands 
of France, India, Germany, Italy, and the United States 
have been easily met. The countries of the world are 
yet saturated with the new gold.* Mr. Goschen speaks 
of an addition to England’s gold circulation in ten years 
of $100,000,000; while, strangely enough, Mr. Giffen is 
alarmed because there was no coinage at all in 1881-82! 
Laveleye, also, is troubled because the coinage in France 
is diminishing ! 

But we hear it said constantly that the annual produc- 
tion of gold is falling off, and that its value must rise. 
Now, this is what Mr. S. Dana Hortonf calls the “sempi- 
> The value of gold 
is affected by the total existing supply, which is very 
large relatively to the annual supply. And yet it is true 
that the annual production has fallen off from its highest 
point, about 1853. Before 1840, the annual production 
of gold amounted to about $14,000,000: it rose as high 
as $157,000,000; but in 1885 it was about $100,000,000. 
A millionnaire, however, does not feel poor because his 
annual increase of wealth is a few thousands less than it 
was at its greatest: his past accumulations are still his, 
and his yearly income is yet large. The yield from the 


* Soetbeer (Materialien, p. 70) gives the following summary of the amount 
of gold in the civilized countries by years (in millions of dollars) : — 

1877. 1878. 1879. 1880. 1881. 1882. 1883. 1884. 1885. 

722 712 875 947 975 1,017 1,150 1,170 1,260 

t Quarterly Journal of Economics, October, 1885, p. 58. Laveleye and 
_Disraeli are addicted to the ‘‘sempiternal fallacy.”’ (See Contemporary 
Review, May, 1886, p. 623.) Cernuschi, however, remarks, ‘‘ The power of 
the gramme of gold is proportionate to the whole of the gold, . . . not to the 
importance of the annual production.”” Anatomy of Money, p. 11. 
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mines to-day is enormous compared with any period pre- 
vious to 1850, and this has been kept up for thirty-five 
years. The longer this continues, the less important will 
be the variations in the annual supply.* 


VIII. 


Even though the gold production from 1850 to 1885 
has been great enough to meet very heavy demands, yet 
it may be asked how far have the means for economizing 
money developed of late. Mr. Giffen believes no evidence 
exists as to an extension of credit devices since 1873, 
that England and the United States were already fully 
“banked” before this period, and that the clearing-system 
on the continent shows no progress. ‘The increase in pop- 
ulation and commodities, he urges, has not only not been 
compensated for by any economizing expedients, but the 
increased demand for gold has fallen on a diminishing 
supply. 

To examine, first, whether the issue of notes has saved 
the use of gold in the principal countries of the world 
since 1873, it will be necessary to compare the amounts 
of uncovered paper, not the amounts of the total circula- 
tion in the periods taken. To the extent, of course, to 
which the covered circulation has increased, no extension 
of credit has taken place. For this purpose, I have pre- 
pared a table showing the amounts of the total circula- 


* The annual average production of gold and silver since 1850 is as follows: 


Gold. Silver. 
1851-55 $139,077,000 $40,096,750 
1856-60 140,729,000 41,177,250 
1861-65 129,081,000 49,827,000 
1866-70 136,035,000 59,924,000 
1871-75 121,302,000 86,162,000 
1876-80 120,261 ,000 95,515,500 
1881-85 104,025,000 107,190,000 

The yield for the single years since 1880 is as follows : — 

Gold. Silver. 
1881 $110,810,000 $98,418,000 
1882 103,564,000 105,916,000 
1883 100,822,000 108,582,000 
1884 101,940, 110,899,000 


Soetbeer, Materialien, p. 1. 
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tion, and the amounts of the total circulation less the 
specie reserves, in the principal countries for the years 
1870-74 and for 1885 (000 omitted) : — 





Countries. 1870-74. 1885. 








Uncovered by | Total cir- || Uncovered] Total cir- 





specie. | culation. || by specie. | culation. 

Great Britain,*..... fees $44,719 | $216,939 $45,644 $211,139 

Bramoet 1... 6.) . 1869 39,739 | 322,869 | 135,041 583,610 
[1870 180,000 | 170,000 


188,646 263,194 
124,500 299,905 
000 627, 





| i y 80, 
Austria-Hungary,§ ... Her 209,678 263,616 
ll =a 1871 135,750 312,649 














ussia,?’ . . . . . . .| [1873] 339,652 475,357 || 525, A 
United States": >: : | [1871] 505,400 505,400 || 172, 814,300 
Total, . a $1,442,998 | $2,276,830 || $1,360,831 | $3,084,348 








From these figures, it will be seen that in 1885, as com- 
pared with the years about 1873, the uncovered circula- 
tion decreased by $82,000,000, or 5 per cent.; while the 
total circulation increased by $800,000,000, or 35 per cent. 
This indicates quite clearly the effects of the great 
addition to the world’s stock of gold and silver since 


*Soetbeer, Materialien, p. 59, and Statistical Abstract, 1884. 

t The mean of the highest and the lowest circulation is given for 1869. 
See Bulletin de Statistique Comparée, iii., 21, and London Economist, January 
23 and December 25, 1869. For 1885, see Soetbeer, ibid., p. 73. 

tSee Relazione sulla Circolazione Cartacea, made to the Italian Chamber of 
Deputies, March 15, 1875, Appendix, pp. 20, 41; and Haupt, L’ Histoire Moné- 
taire de notre Temps, p. 274. 

§ See Soetbeer, ibid., pp. 64, 74; and Miilinen, Finances de I’ Autriche, p. 163. 

|| For 1871, the uncovered circulation is given by Soetbeer, ibid., p. 74. 
Taking the total circulation of all the German banks (given for 1871, p. 65), 
and supposing the Landespapiergeld to be the same in 1871 as in 1870, I get 
the total circulation for the year 1871 instead of 1870. 

TSee Bulletin de Statistique Comparée, ii., 161; Haupt, tbid., p. 366; and 
Soetbeer, tbid., pp. 66, 75. 

** For 1871, from the 674,000,000 of United States notes and National Bank 
notes there has been deducted $168,600,000 for notes held by the treasury and 
the banks. No notes could be presented for specie in 1871. For 1885, from 
$664,000,000 of United States notes and National Bank notes, $134,800,000 was 
deducted for notes held by the treasury and the banks. The amount of specie 
which could be drawn on by holders of either kinds of notes, to the amount of 
$278,400,000 gold and $79,000,000 silver, was also deducted, to ascertain the 
uncovered note circulation. Cf. Finance Report, 1856, i., p. xxx. 
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1878. Specie to the amount of $800,000,000 has gone 
into circulation in the form of note issues, representing 
an equivalent amount of specie; but gold has not been 
economized by the use of credit in the form of notes. 
While the total circulation of these countries has in- 
creased 35 per cent., the paper has been much better 
protected ; for in 1870-74 the specie was but 36 per cent. 
of the total issues, and in 1885 the specie was 55 per cent. 
of the total issues. From this table, then, we see where 
the gold referred to by Mr. Goschen has gone. About 
$750,000,000 of specie, mostly gold, has gone into circu- 
lation since 1873, in the form of covered paper issues, 
in the United States and Italy alone. The paper cur- 
rency of every country except Russia has gained in 
security, together with a large increase in many of the 
countries. The gold supplies have not merely permitted 
an enlarged note circulation, but have furnished a much 
better protection to that increased issue. 

In regard to the use of checks and clearing-houses 
in economizing the use of money, Mr. Giffen is probably 
correct in saying that this system had attained its full 
growth in the United States and Great Britain before 
1873; but an important conclusion is to be drawn from 
this. Just to the extent to which the system may have 
been perfected is it one which expands with the expan- 
sion of business. In the same proportion that transactions 
increase, this means of economizing the use of money will 
(approximately) increase. Thé clearing-system, in fact, is 
one which grows with the work to be done.* Certainly, 





* How well this is recognized may be seen by the accepted custom of meas- 
uring the extent of business by the figures of the clearings. ‘‘ The returns of 
the London Clearing-house,” says Mr. Palgrave, ‘‘ may be regarded as indi- 
cating approximately the value of the business of the country as indicated by 
price.” Report of Royal Commission, Appendix, p. 330. In the United States, 
of all the receipts by the 1,966 national banks on one day in 1881, 95 per cent. 
were made up of forms of credit, exclusive even of circulating notes ; while 
in New York City this percentage was 98.7, At all the banks, only .65 of 1 
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this is true of wholesale transactions; while in retail trade 
the use of checks is steadily widening. An elastic sys- 
, ; tem, so far as it is ready to perform exchanges in propor- 
tion to their increase, meets the need of more money the 
moment it appears. If there has been no increase in 
clearings under such conditions, it only shows that trans- 
actions have not increased, not that there is any less 
efficacy in the system. Where checks are in general use, 

other forms of credit are of less importance.* 
On the continent, the borrower at a bank will, as a rule, 
prefer notes instead of the right to draw on a deposit by 
. checks. Yet, even at the Bank of France, 66 per cent. 
of the transactions in 1877-78 were effected without the 
use of notes and coin.t But, on the other hand, the 
. Chambre de Compensation, established in Paris in 1872- 
78 (including twelve of the large banks), with the help of 
the Bank of France, performed exchanges { the first year 
to the value of $320,000,000, which in 1883-84 had risen 
only as high as $843,000,000. Clearing-houses were alio 
established in Austria and Italy in 1872, but they have 
made little gain. The exchanges at the Saldirungs-verein 
in Vienna (formed by the four old banks of the Saldosaal of 
1864, together with ten other large banks) were no greater 
in 1885 than in 1872, being at that time about $200,000,- 
000 a year. The clearings of the Stanze di Compenzatione 


per cent. of gold was used; and, in New York City, only .27 of 1 per cent. of 
gold was used. See Report of the Comptroller of the Currency, 1881, p.14. Cf. 
| also Journal Statistical Society, June, 1865, ‘‘ Country Clearings.”’ 
;- * The use of bills of exchange in Great Britain seems to be falling off, with 
an increased use of checks. Cf. Sauerbeck, Prices of Commodities, p. 8. 
| t Cf. Journal of Statistical Society, 1884, p. 493. If Mulhall’s Dictionary of 
> Statistics can be trusted, the banking of the world since 1840 has increased 
elevenfold,— three times faster than commerce, and thirty times faster than 
population. Leroy-Beaulieu reports that ‘‘checks have become everywhere 
@ more common instrument of payment” (Revue des Deux Mondes, May, 1886, 
p. 403). 
t The figures for the continent are taken from Rauchberg’s Die Entwick- 
elung des Clearing-verkehres, in the Bulletin de I’ Institut International de Statis- 
tique, i., p. 140, ete. 
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in the several cities of Italy show a gain from $129,000,- 
000 in 1883 to $348,000,000 in 1885, with some promise 
for the future. But, in Germany, a decisive advance was 
made in 1883, under the leadership of the Reichsbank, in 
the establishment of clearing-houses in Berlin, Hamburg, 
Frankfort, Bremen, Cologne, Leipzig, Stuttgart, Breslau, 
and Dresden. In the year 1884, the exchanges amounted 
to the large sum of $3,032,000,000. Although not so 
large as the $30,000,000,000 a year in New York or Lon- 
don, it is a very promising increase in the means of econo- 
mizing the use of specie on the continent. 

In the international trade, also, as Leroy-Beaulieu * sug- 
gests, it is not necessary that the precious metals should 
increase as rapidly as commerce expands. The ocean 
and land telegraph, the shortening of routes by canals, 
and the extraordinary improvements in the ocean steam- 
ships have resulted in economizing the shipments of gold 
between different countries. A few years ago, twelve or 
fifteen days were taken up in carrying gold from New 
York to London; but now six days are sufficient. For- 
merly, gold was ninety days coming from Australia to 
England; while only thirty-five days are now required. 
In this way, gold being a less time in passing from person 
to person in international transactions, greater rapidity of 
circulation is insured, with all the effects of an increase 
in quantity.t The use of foreign bills of exchange is as 
great as ever between bankers in different countries ; 


* Revue des Deux Mondes, May, 1886, p. 402. This is more or less con- 
firmed by Bourne’s table (Journal of Statistical Society, 1879, p. 411). 

t Fowler (Appreciation of Gold, pp. 12, 13) says of English trade: ‘* The 
total of our imports and exports from 1566 to 1875 was in round figures £6,000,- 
000,000, and the total of bullion and specie imported and exported was, in the 
same period, £530,000,000 ; but the total of our imports and exports from 1876 
to 1885 was £6,700,000,000, and this vast amount was moved with the aid of 
£493,000,000 of bullion and specie. If we take the gold alone, we used about 
£327,000,000 in the former decade against £278,000,000 in the latter.” If we 
ean trust Mulhall, in 1861-70 the amount of the precious metals transported 
was 12 per cent. of the sea-borne commerce of the world, while in 1871-80 it 
was only 8 per cent. 
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while there is far greater activity of late in the trans- 
mission of securities which discharge international liabili- 
ties as well asin the extended use of international money 
orders.* 


IX. 

To get more light on the question whether gold has 
risen relatively to all commodities from causes affecting 
gold itself, it would be profitable to examine into the 
movement of prices in India;+ but this will be deferred 
until it can be discussed more fully. 

It will be as well to close the present study by referring 
briefly to the argument of the English writers,f that a 
scarcity of gold has brought about a fall in rents, profits, 
and wages. It will be recalled at once, in regard to rents, 
that a’‘marked characteristic of the period since 1873 has 
been the opening up of new and fertile lands, whose prod- 
ucts have been transported at a greatly diminished rate. 
But this in itself is a reason why lands in the older 
countries should be thrown out of cultivation, and why 
rents should be lowered. This phenomenon, then, can be 
accounted for on other grounds than the scarcity of gold. 

In attributing the fall in the rate of profits to the 
general fall of prices (due to a single cause, the scarcity 
of gold), these writers fall into an error which has been 


*In the countries composing the Postal Union in 1885, the issue of inter- 
national money orders had risen to $60,000,000, and the issue of domestic 
money orders to the surprising amount of $1,821,000,000. See Statistique 
Générale du Service Postal, Berne, 1886. In the United States alone domestic 
money orders have increased $80,000,000 since 1873. I am much indebted for 
information to Mr. C. F. Macdonald, of the Post-office Department. 

+ These prices, so far as published, can be found in Barbour’s Theory of 
Bimetallism; in J. E. O’Conor’s Report on Prices and Wages in India, 1886, 
Government of India, Department of Finance and Commerce; and in the 
Report of the Royal Commission on Depression of Trade, Appendix, pp. 331-342, 
378-382. 

t Frewen, ibid., p. 599; Giffen, Journal of Statistical Society, 1879, p. 57, 
and Contemporary Review, June, 1885, p. 816; the writer in the Edinburgh 
Review, July, 1886, p. 39; and Sauerbeck, ibid., p. 42. 
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already thoroughly exposed by Mr. Mill,* who pointed 
out that “the fall of price, which if confined to one 
commodity really does lower the profits of the producer, 
ceases to have that effect as soon as it extends to all com- 
modities.” In some industries, however, owing to changes 
in relative demand and supply, intense competition has set 
in since 1873, and producers have necessarily submitted to 
lowered profits. But, in so far as prices have fallen in all 
industries alike, that cannot have been the cause of a gen- 
eral fall of profits. 

If, however, labor has not fallen in price, while other 
things have fallen, “what has really taken place,” says 
Mr. Mill, in the connection already quoted, “is a rise of 
wages; and it is that, and not the fall of prices, which 
has lowered the profits of capital.” It is quite certain 
that there has been no fall of real wages since 1873, while 
there is good reason to suppose that they have risen.t In 
the United States, money wages may have fallen slightly 
in some industries; but an allowance must be made for 
the depreciation of paper previous to 1879. American 
producers have been enabled to sell at lower prices, and 
yet pay relatively higher wages, only by a gain in effi- 
ciency. As a typical case, the accompanying facts are 
furnished me by a manufacturer from his own books: — 
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Amount paid for a given 





Average wages per day. piece of work. 
December, 1867. $2.05 $1.00 
e 1876. 1.71 - 78} 
bet 1886, 1.79 387 %5 











For Germany, Soetbeer gives a variety of evidence to 
show the rise of wages} since 1873. Money wages in 
Italy,§ which were indicated by the number 179 in 1873, 


* Principles of Political Economy, B. IV., chap. iv., §1. 

t See Report of Massachusetts Bureau of Labor Statistics for 1884, and Report 
on the Statistics of Wages, United States Census, 1880, vol. xx. 

t Materialien, pp. 88, 90, 91. 

§See Movimento det Prezzi di Alcuni Generi Alimentari dal 1862 al 1885 
(1886), issued by the Italian Department of Agriculture, p. xxvii. 
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were in 1884 expressed by 222. But it is not necessary 
to cite further evidence on this point. The fact that 
wages have risen tends to confirm the belief that the 
fall of prices is due chiefly to the introduction of im- 
provements. 


X. 

In the study of this subject, we have been confronted 
at the outset with a fall of prices since 1878 which hap- 
pened to coincide with the demonetization of silver by 
Germany and the United States, and the beginning of a 
new epoch in the production of many commodities. To 
assume that because the fall of prices coincided with the 
demonetization of silver it was due to an appreciation of 
gold, without considering whether the coincident phenom- 
ena were traceable to entirely distinct causes, is to fall 
into the fallacy of post hoe propter hoc. The forces which 
fix the level of prices at any time, moreover, are far too 
complex to admit of the inference that, because prices 
have fallen seriously, gold has become scarce. On the 
other hand, all the phenomena presented to show the 
scarcity of gold are explicable on other grounds. 

But—what is of very grave importance —we must 
admit that great changes in prices may take place irre- 
spective of the scarcity or abundance of the precious 
metals. From this, it follows that, as a standard of pay- 
ment for contracts, neither gold nor silver, nor even gold 
and silver (if they should ever be firmly yoked together 
by international bimetallism), will change so as to corre- 
spond to the changes in prices brought about by a variety 
of causes independent of the quantity of the precious 
metals. Under such circumstances, the attention given 
to the question of. a proper standard of deferred pay- 
ments can never be too careful. 


J. LAURENCE LAUGHLIN. 














NOTES AND MEMORANDA. 


Tur Revue d’ Economie Politique, of which the first num- 
ber appeared in Paris in February, is the result of the estab- 
lishment in 1878 of chairs of political economy in the French 
faculties of law. A large number of the new professors, of 
various economic schools, but having strong professional sym- 
pathies and, no doubt, from training, some intellectual tenden- 
cies not altogether welcome among the veterans of the old 
society, have now established this review as an independent 
medium, the organ of no person or school, but to be open to 
all opinions, if treated in the scientific spirit and with comity 
towards others. To carry out this excellent programme, the 
Revue has a board of four professors as editors,— Messrs. Gide 
of Montpellier, Jourdan of Aix, Villey of Caen, and Duguit of 
Bordeaux,— and a formidable list of co-laborers, including the 
familiar names of Cossa, Fournier de Flaix, Laveleye, Jules 
Simon, and Walras. The first number contains a %Chro- 
nique” for 1870-87, which bears some traces of the fermen. 
tation which has thus given the Journal des Economistes a 
companion. 


From the report presented January 19, 1887, by the Perma- 
nent Commission of the Italian government for the abolition 
of the forced currency, the following general statements are 
collected : — 

At the date of resumption in 1883, the notes in circulation 
for which the government was responsible amounted to 
940,000,000 francs. Of these, on the 30th of June, 1886, 
476,000,000 had been redeemed, so that the amount outstand- 
ing was a trifle short of 464,000,000. 

It is well known that provision was made for resumption by 
contracting a loan of 600,000,000, of which a large part was 
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received by the treasury in gold. The commission give the 
following comparative statements to show the extent to which 
the provision of cash has been used [here given in millions 
and tenths] :— 






































On hand. | April 10, 1888. | June 30, 1886. 
| 
Of ordi- lot ordi- 
Of the inary re-| Total. | Of the |nary re-| Total. 
oan. |sources. loan. sources. 
@ebhetim, « 2 cw eevee 517.2 48.1 565.3 111.7 $4.1 195.8 
Sibwer G08, 2 « 2 ce tt 7.5 11.5 19. 0 6.4 6.4 
ES) GUM, . « ww te 75.3 61.4 136 6 9.4 2.8 12.2 
Uncurrent and bullion, . 0 6.7 6.7 | 0 76.7* 76.7 
| | | 
| 600. 127.7 | 727.7 | 121.1 | 170. 291.1 





The redemptions for the last year were 57,500,000. 
The use of money and of paper in making payments of duties 
at the custom-houses has been as follows :— 


Gold. Silver. State notes. 
1883, 8} months, 7.8 12. 107.5 
1884, 14.6 24.3 139.1 * 
1885, 3.7 50.9 191.4 
1886, 6 months, 1.2 8.8 65.9 
27.3 96. 508.9 


During the same period, as might be expected, the imports 
and exports show an exchange of gold for silver by Italy on a 
moderate scale, silver showing a balance of imports of 69,600,- 
000, and gold a balance of exports of 60,900,000. 


A THIN quarto was issued last year, by the Register of the 
Treasury, entitled A Statement of the Public Debt of the 
United States from 1789 to 1885, and Receipts and Hapendi- 
tures from 1855 to 1885. The receipts and expenditures are 
given by quarters, with the usual tabular classification; and 
the statement of debt is given by issues and redemptions, so 
as to show the balance outstanding of every description at the 
end of every year from 1789. Such a statement well made 
would be of great service; but a little examination will show 


*Of this amount, 73.9 millions are silver. 
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that the Register’s publication will have to be used with 
extreme caution. The statements of the debt do not agree 
with those in the Finance Reports, the balances in the Treas- 
ury show frequent and important variations, and seven pages 
are taken up with an explanation of discrepancies between 
the finance reports and the receipts and expenditures as 
now stated. If figures from the new statement by General 
Rosecrans are used then, it is unsafe to bring them into line 
with figures from the Finance Reports, or the Statistical Ab- 
stract, or Elliott’s report of 1845, or even the Register’s report 
of 1885. 

Probably most of the changes are the result of merely 
formal operations of accounting, and, if so, tend to confusion, 
with no real compensation in utility. But some discrepancies 
appear to be of a different sort,—as the statement of the navy 
pension fund in the debt outstanding at $1,000,000 instead 
of the familiar $14,000,000, the entry of 1881 sixes, sold at a 
discount in the latter part of 1861, by stating the amount 
received instead of the par amount of the bonds, and the 
extraordinary omission of the Revolutionary debt, funded by 
Hamilton in sixes and threes. This total omission of a debt 
which at its height exceeded $60,000,000, and in the last year 
of its existence called for a final payment of over $13,000,000, 
makes the long and elaborate calculation of outstanding debt 
on pages 55 to 70 worthless, and discredits the remainder of 
the statement, and indeed of the volume. The matter is not 
made clearer by a note on page 98 explaining “large discre- 
pancies, year by year,” between the new statement and that in 
the Register’s report for 1885. 





Mr. Arxrnson’s pithy advice to the European nations, “ Dis- 
arm or starve,” given in his striking articles in the Century, 
receives a timely illustration from the simultaneous publica- 
tion, by M. Alfred Neymarck, on the public debts of Europe. 
A detailed review of the debts, one by one, shows an increase 
of about 40 milliards of francs since 1870, and a present nomi- 
nal capital of 117 milliards in all, with interest and sinking 
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fund payments of 5,343 millions annually. M. Neymarck’s 
conclusion is much like Mr. Atkinson’s: — 


The finances of Europe are so involved that there is reason to fear 
that the governments may ask whether war, with all its terrible chances, 
is not preferable to the maintenance of a precarious and costly peace. 
If the military preparations and armaments of Europe do not result in 
war, they may well end, as Lord Stanley said twenty years ago, in the 
bankruptcy of the States. Or if such follies lead neither to war nor to 
ruin, then they assuredly point to industrial and economic revolution. 


MurHuprecut’s Staats- und Rechtswissenschaftlichen Liter- 
atur for 1886 gives a summary statement of the number of 
titles registered by the series, showing the remarkable activity 
of writers upon political science for twelve years past. The 
new publications registered are as follows :— 


1875-86. 1886. 
German, including Austrian and Swiss, ... . 21,404 1,687 
French, a OO Saar ae ee 9,290 770 
English, “ ee, tlt ls 5,963 630 
I aa ee os eA eR ee 3,570 467 
Pe ee ee ee 2,234 247 
Scandinavian, A ee ae 1,622 161 
Ras CE eee 864 89 





44,947 4,051 


Periodicals are not included among the French, English, 
Italian, and Spanish titles. If they were, it is estimated that 
the French and English titles would be increased by 1,000 
each, the Italian by 500, and the Spanish by 100. Of the 
twelve years, 1873 was least prolific, yielding 3,187 titles, and 
1884 the most, yielding 4,394. 


NOTE BY PROFESSOR MARSHALL. 


To the Editor of the Quarterly Journal of Economics : 
S1r,— In spite of my rule not to engage in controversy, I 

must ask your leave to state briefly that the courteous attack 

made by Professor Laughlin in your last number, on the 

Theory of Value and Distribution contained in the Economics 

of Industry, is founded on a misapprehension. 

He supposes that the aim of that theory is to substitute 
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expenses of production for cost of production as a regulator of 
value. But that is not the case. Mill used the phrase, “cost 
of production,” in two senses, to represent sometimes the 
efforts and sacrifices required for producing a commodity, 
sometimes the money measures of these sacrifices. In the 
former use, he showed how cost of production tends, under 
certain circumstances, to regulate value. But, when he says 
that cost of production tends to equal value, he must use the 
phrase in the latter sense; for an exchange value or a price 
cannot equal an effort, though it can equal the money measure 
of that effort. Finding that the double use of the phrase led 
to confusion, I proposed to use “expenses of production,” in 
lieu of “cost of production,” in the latter sense. (My reasons 
are given at some length in the Fortnightly Review for April, 
1876, where I originally suggested the phrase.) In doing 
this, I did not think I was saying anything that was substan- 
tially new, but simply writing out more clearly what Mill had 
meant. Assuming competition to be free, I regard cost of 
production, in the first use of the term, as determining the 
(normal) expenses of production, and these as determining 
(normal) value absolutely in those cases in which the cost, 
and therefore the expenses, of production are independent of 
the amount produced. In those cases in which the cost, and 
therefore the expenses, of production are liable to vary with 
the amount produced, and therefore to depend, in some meas- 
ure, indirectly on demand, I regard cost of production, 
through its influence on (normal) expenses of production, as 
acting, in conjunction with Demand, to determine the amount 
it is worth while to produce, and at the same time (normal) 
price. 

Mr. Laughlin says that, in the Heonomics of Industry, 
“the subject of value is treated before that of distribution.” 
If he will look again, he will find it is not so. The object 
with which the book was written was, as stated in the preface 
to the second edition, “to show that there is a unity under- 
lying all the different parts of the theory of prices, wages, and 
profits. ... This law of normal value has many varieties of 
detail, and takes many different forms. But, in every form, it 
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exhibits value as determined by certain relations of demand 
and supply, and cost of production as taking the chief place 
among the causes that determine supply.” (See, also, Book 
II., Chaps. VI. and XIII.) It was essential to this purpose to 
put the general theory of normal supply and demand before 
that of distribution, but both are included under the one head 
of value. The discussion of value is opened before that of 
distribution, but finished after it. The argument, therefore, 
does not, as Mr. Laughlin thinks, imply the circular reasoning 
of determining wages by expenses of production and expenses 
of production by wages. 

I cannot enter here into the discussion of the relation be- 
tween different grades. I can only remark that I consider 
Cairnes’s treatment of them to be neither as original nor as 
completely thought out as it appears to Mr. Laughlin. The 
question of compact industrial groups, of which the question 
of grades is a part, is itself but one side of a very large prob- 
lem on which I have much to say, but for which there was no 
room in the Heonomics of Industry. (See, however, pp. 107, 
108, 131, 132, and 206-13.) 

No doubt there is much that is faulty in exposition in the 
Economics of Industry. Iam at present engaged on a larger 
book, in which I am allowing myself more room, and hope [ 
may make my meaning clearer. In conclusion, I will ask 
Mr. Laughlin to remember that the use of the phrase 
“expenses of production,” in lieu of “cost of production,” is 
to be regarded as offering, not a new theory, but merely a 
verbal amendment. The main object which my wife and I 
had in writing the Economics of Industry was, I repeat, to 
show that there is a unity underlying all the different parts of 
the theory of prices, wages, and profits. I am, sir, 

Yours truly, 
ALFRED MarsHALL. 
CAMBRIDGE, ENGLAND, Feb. 25, 1887. 


My debt to Mr. Marshall’s book is such that I must regret any 
fault in the exposition as much as he, if by it I have been led 
into any misapprehensions. I still confess, however, to the 
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difficulties expressed in my discussion of his book (which I 
hope will not be taken as an “ attack”). I do not yet under- 
stand how sacrifices determine the (normal) expenses of pro- 
duction (although they may be in proportion to them) ; and I 
must leave to the reader to decide whether the theory of nor- 
mal value is not laid down in Book II., before one can know 
what regulates the rewards for the sacrifices (or expenses of 
production). But, sharing Mr. Marshall’s dislike for contro- 
versy, I shall leave the subject here. 

J. Laurence Lavearin. 


GENERAL OVERPRODUCTION. 


No principle of political economy is more generally accepted 
by the recognized authorities than that of the impossibility of 
a general overproduction; in other words, the impossibility 
of an excess of production, not beyond the amount that 
would be required to meet the desires of mankind, if prod- 
ucts were to be distributed gratuitously, but beyond the 
amount required to meet all demands that are backed by the 
ability and the willingness to pay for the things demanded. 
This doctrine — that it is impossible that production should, 
on the whole, exceed the demands of the market — was de- 
clared by John Stuart Mill to be “fundamental.” “Any dif- 
ference of opinion on it,” he asserted, “involves radically 
different conceptions of political economy, especially in its 
practical aspect. On the one view, we have only to consider 
how a sufficient production may be combined with the best 
possible distribution ; but, on the other, there is a third thing 
to be considered,— how a market can be created for produce, 
or how production can be limited to the capabilities of the 
market.” 

It has happened that, in recent years, this principle, so gen- 
erally accepted by the learned, has apparently been as gener- 
ally contradicted by the every-day experience of practical 
men. During the last twelve or fifteen years, business men 
have, almost without exception, complained that, so far at 
least as the particular business of each was concerned, there 
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has been an actual overproduction ; and, unless a majority of 
these men have been mistaken as to the proportion of demand 
to production in their own specialties, general overproduc- 
tion must have been, in spite of the theories of the economists, 
an actual existing fact. In this conflict of theory with appar- 
ent fact, it becomes important carefully to test the theory, in 
order to see whether it is based on sound reasoning. 

The argument on which this theory is based has been very 
clearly and ingeniously stated by John Stuart Mill in his 
Principles of Political Economy, and is in substance this: 
No man produces anything, unless he expects either to con- 
sume it himself or to exchange it for something else which he 
expects to consume; in other words, production never exists, 
unless an equivalent demand for consumption exists at the 
same time, and therefore production can never exceed in 
amount that demand for consumption, can never be developed 
into general overproduction. According to Mill, those who 
assert the possibility of general overproduction are involved 
in the absurdity of assuming that people will go on producing 
articles which they do not expect to use themselves or to 
exchange for other articles which they do expect to use; and 
their error lies — to quote his own words —“in not perceiv- 
ing that, though all who have an equivalent to give might be 
fully provided with every consumable article which they de- 
sire, the fact that they go on adding to the production proves 
that this is not the case.” 

As applied to a simple state of society, where products are 
created without much division of labor and without much aid 
from machinery, the application and the force of this argu- 
ment can readily be seen. Where one man makes hats, an- 
other coats, another boots, another raises wheat, another bakes 
bread, and so on, through the varied round of industries, it is 
evident that the maker of hats will work only so long as he 
may be in want of and intending to obtain, as soon as by the 
sale of hats he shall have supplied himself with the means 
of purchase, other consumable articles; namely, coats, boots, 
bread, etc. Under these circumstances, the production of 
consumable articles being called into action only by the desire 
and intention of the producer forthwith to obtain other con- 
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sumable articles, the demand for consumption must always 
be equal to the production of articles to be consumed. In 
recent years, however, an element, previously of little weight, 
has become developed into a most important force in the 
social and industrial world. To-day, the desire presently to 
obtain consumable articles is by no means the sole incentive 
to production. A large part of the production of the present 
day is in fact prompted by a very different desire; namely, 
the desire to obtain investments which will, during future 
years, be a continuing source of annual income to their owner, 
such investments consisting in the main, either directly or 
indirectly, of what may be called the machinery of produc- 
tion and distribution,— in other words, of factories, railroads, 
steamships, warehouses, etc. Many men labor and produce 
to-day, not so much that they may presently consume and 
enjoy the products of labor, as that they may increase their 
ownership of this machinery by the building of new factories, 
ships, railroads, warehouses, etc. 

If this desire to accumulate income-producing investments 
should be carried to an extreme,— if all men should, as is the 
case with many miserly persons to-day, deny themselves as 
far as possible the present enjoyment of consumable articles 
in the attempt to create and acquire the machinery of produc- 
tion and distribution,— the machinery would under such cir- 
cumstances soon be found to be in excess of the use that the 
world was ready to make of it, there would be found to exist 
a minimum of the consumption of products and a maximum of 
the machinery for the creation of products. Then, inasmuch 
as the machinery of production would be the property of 
various individuals, each looking out solely for his own in- 
terests, it would happen that, when an individual found that 
the existing machinery similar to his own was capable of a 
production in excess of the demand and not salable except at 
a loss, he would not, in order to reduce production, stop the 
running of his own machinery, but, seeing that if he should 
stop his machinery he would still be subject to a large ex- 
pense for its care and preservation, that it would rust and 
deteriorate, that his skilled workmen would scatter and be lost 
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to him, that his usual customers would be forced to supply 
themselves with the products of rival manufacturers, and that 
the trade thus lost might never be recovered,— seeing that all 
these mischiefs would result from his own stoppage of produc- 
tion, he would endeavor, to the extent of his means, to keep 
his own machinery running and to force upon his competitors 
the loss necessarily consequent upon such a stoppage. Thus, 
the excess of machinery would necessarily bring about a pro- 
duction in excess of the demands of the market. Thus, a 
large and powerful class in the community —namely, the own- 
ers of the immense mass of the machinery of production — 
would be induced to “go on adding to production” solely 
from a desire to protect and save their previously acquired 
property,— a condition of affairs the existence of which must 
be as fatal to the argument of Mill as would be the existence 
in human nature of a willingness and readiness to labor for 
production solely for the pleasure to be derived from the mus- 
cular effort involved in the process. 

If general overproduction may thus be brought about by 
an excessive development of desires now largely influencing 
human conduct, it is shown to be by no means an impossi- 
bility, but a result not only possible, but unavoidable, when- 
ever in the world generally the desire to postpone the present 
enjoyment of consumable articles, in order thereby to accu- 
mulate the machinery of production and distribution, shall 
be developed out of due proportion to the desire presently 
to consume and enjoy the products of that machinery. 


Uriet H. Crocker. 


THERE is undoubtedly a sense in which the machinery of 
production and exchange might be multiplied in excess of 
human needs. If, with our present population, the number 
of farms, mills, and shops were increased tenfold, most of the 
increase would have to stand unused for the lack of work- 
men. This, however, does not appear to be the sense in 
which Mr. Crocker speaks of an excessive creation of machin- 
ery. What he fears is an overproduction of commodities, 
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and that, clearly, idle mills and farms would have no tendency 
to bring about. Machinery tells only when directed by human 
labor, and then, for the present question, only in so far as, by 
increasing production, it enables men to save more if they 
will. Strictly, the whole question turns on the effects of 
increased saving, and may arise in the simplest conditions of 
production as well as in the most advanced. If men could be 
relied on to consume promptly every increase of product 
gained by the extension of machinery, Mr. Crocker, as I under- 
stand him, would not apprehend any danger of overproduc- 
tion, no matter how great the increase of commodities. I 
shall therefore, for the sake of brevity, drop machinery out of 
the account, and consider simply the bearing of increased sav- 
ing on the demand for commodities. 

Perhaps we shall most easily detect the weak point in Mr. 
Crocker’s reasoning by noting that the word “demand,” as 
he uses it, has two very different meanings, which he fails to 
distinguish. In relation to selling things, demand for a com- 
modity means the offer of some other commodity in exchange 
for it: whereas, in relation to the use of savings, demand 
means the offer of /ador in return for commodities. 

Now, as regards the first of these senses, it is obvious, in the 
very nature of the case, that demand as a whole can never 
be less than supply as a whole. Supply of one thing is a 
demand for some other thing. Selling and buying are simply 
opposite views of one and the same act of exchange. The 
motive of the seller cannot lessen or postpone his demand of 
an equivalent from the buyer. To offer things to other men 
without the desire to get some other product of labor at once 
in exchange, is not to offer things for sale at all. 

Demand, in the other sense, takes us out of the region of 
buying and selling altogether. Here we have to deal with 
capital and labor. Demand for savings is the offer of labor 
for wages. In order that the supply of capital shall exceed 
the demand for it, there must be more capital offering for 
labor than the laborers are willing to receive! The mere 
statement of the case is sufficient to show its absurdity. 


S. M. Macvane. 
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THE THEORY OF PROFIT-SHARING. 


If there is any sound theoretical basis for the plan of profit- 
sharing, some exposition of it is called for by the publication 
in the Quarterly Journal of Economics of a criticism in which 
the general conclusion is affirmed that there would seem to 
be “theoretical reasons for doubting the justice, the reason- 
ableness, and the efficiency of the scheme as a possible re-ar- 
rangement of the industrial system.” By theoretical reasons, 
@ priori reasons are meant. The point is well taken in Mr. 
Aldrich’s paper that, in current discussion, the advocates of 
profit-sharing base their argument, for the most part, upon 
cases in which the scheme has been adopted, but that those 
cases are too few and exceptional to serve as a sufficient basis 
for an induction of such magnitude as one concerning a pos- 
sible re-arrangement of the economic system of society. 

This reminder that a scientific justification of profit-sharing 
must be a deductive one should be welcomed. Any complete 
theory must admit of deductive formulation, since it is only 
through deduction that generalizations, inductively established, 
are correlated with wider and the widest truths, and scientific 
principles, strictly so called, are ascertained. And, if profit- 
sharing is wrong in principle, the sooner we have done with 
it, the better. 

On @ priori grounds, then, I think it can be successfully 
maintained that profit-sharing is presumptively a better ar- 
rangement, economically and morally, than the simple wages 
system: (1) because a legitimate deduction from those prin- 
ciples of human nature that are the premises of deductive 
economics is that more wealth will be produced under profit- 
sharing than under the unmodified wages system; (2) because 
a legitimate deduction from the postulate of distributive ethics 
and one of the cardinal truths of political economy is that 
profit-sharing effects a more equitable distribution than can be 
effected by the unmodified wages system. 

A premise of all deductive economics is that self-interest is 
the chief motive in the creation of wealth. If this premise is 
valid, the wages system, judged by an absolute standard, is 
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uneconomical. It enlists the self-interest of the wage-earner 
but partially. The great moral forces of his personality are 
not called into creative action. The fixed amount of his 
wages measures the effort that he feels disposed to make. On 
the other hand, the effort of the worker whose reward is to 
be a profit in some degree proportionate to his achievement is 
limited only by the limitations of his own physical, mental, 
and moral powers. The most that could be shown for the 
wages system would be that it was relatively economical; 
that, in consequence of certain concrete facts, it proved to 
be, in practice, more economical than any known and tried 
substitute. But this could be proven only by induction, and 
the burden of proof would be on those who should deny the 
valid deduction that a system that enlists self-interest more 
than the wages system enlists it ought to be more economical. 
The data for such an induction are incomplete, as has been 
admitted ; but, so far as they exist, they verify the deduction. 
The presumption, therefore, is that profit-sharing is more 
economical than the unmodified wages system. 

The postulate of any sound theory of the ethics of distribu- 
tion is that every productive worker should be rewarded ac- 
cording to the real worth of his services to society. Any 
other postulate means communism. But, if we accept this 
postulate, we are compelled to make damaging admissions in 
regard to the ethics of distribution under the wages system. 

When the rate of profits is such that the competition of 
employers, in their effort to secure workmen, increases, caus- 
ing them to accept a smaller fraction of net product as their 
profit, and to allow a larger fraction for wages, there are two 
hypothetical possibilities to be considered. Either the in- 
crease of profits is instantly offset by a rise of wages or the 
rise of wages is only after a certain time. To affirm that the 
causation is instantaneous is to eliminate the element of time 
from the process of competition—a palpable absurdity. If 
the rise of wages is only after a certain time, we must admit 
either that the rate of profits has been too high and the rate 
of wages too low to correspond with the ethical standard, or 
that competition is now working injustice by rewarding labor 
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in excess of its deserts at the expense of the employer, who is 
obliged to accept less than his deserts. A cardinal principle 
of deductive economics is that competition does, in the long 
run, and in the average of cases, reward men according to 
the relative values of their services, but that this action of 
competition may be imperfect in the particular case. So far 
as it is imperfect, the wages system is ethically defective. 
Assuming that, in the average of cases, the action of competi- 
tion realizes the ethical ideal, it follows that, in the average of 
such cases as we have just supposed, the rate of profits has been 
too high and the rate of wages too low to correspond with the 
ethical standard. That is, we are compelled to admit that 
profits may contain at any given time a sum in excess of the 
normal equitable reward of the services rendered by the em- 
ployer,— a sum which it will be the function of further com- 
petition to distribute with approximate equity. 

What is the origin of this sum? In some form, it is con- 
tained in the value of the net product of industry. The 
problem is to distinguish it from interest and the legitimate 
reward of the employer functions, and to see in just what tvay 
it comes into existence. 

Wages are not only not paid out of capital, but, as Pro- 
fessor Henry Sidgwick has shown, they are not so much as 
advanced out of capital. Strictly speaking, they are simply 
capital in one form exchanged for capital in another form, the 
latter being the utility created by the laborer. 

But the price at which the utility created by the laborer 
will sell may not be known when the wage is paid. Wages 
may be paid on the basis of a probable minimum price. The 
employer may reason: “This product will doubtless sell for 
at least so much. This price must afford me my reward for 
the industrial services that I render, interest on the capital 
that I employ, rent and incidental expenses, and something 


‘towards the fund reserved against losses. The remainder I 


can pay out in wages. More than this remainder I shall not 
pay, unless compelled to do so by other considerations than 
the immediate value of my business to myself. My demand 
for labor stops at this point; since, if I pay more, the excess 
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must come out of the sum that I consider the rightful reward 
of my own services.” 

Nevertheless, the employing producer conducts his business 
in the hope that the actual price his goods will fetch will ex- 
ceed this minimum, hypothetical price, to which he adjusts 
his scale of expenses; and, when prices are rising, the hope 
is fulfilled. His profits then include a sum entirely distinct 
from the reward of his industrial functions already provided 
for. It is an increment due solely to social changes of one 
or another kind, which have increased the demand for his 
goods and raised their price. While the product of industry, 
considered as concrete wealth, is created by the combined 
efforts of labor, capital, and management, there is a coefficient 
in the value of this product that is created by the social organ- 
ism as a whole. 

This coefficient is sometimes a negative one. A rhythm of 
alternately rising and falling prices is an inevitable phenom- 
enon in commercial communities. When prices are rising, the 
expectation that the rise will continue leads to speculative 
production and buying. Goods are produced and bought to 
be sold at the higher price looked for. Reservoirs of goods, 
stored up for future sale and use, are thus created. When 
the point is reached where the least daring buyers cease to 
buy, the price ceases to rise. All speculative buying stops. 
The expectation of a rise changes to the expectation of a fall, 
and the universal desire to sell before the price has fallen so 
far as to cancel all the gains of the rise, hastens the fall. So 
long as goods remain in the wholesale and retail reservoirs 
in excess of the demand for current consumption, prices will 
continue to fall. When fhe surplus stores are exhausted, the 
mercantile expectation swings back to an anticipation of 
rising prices, and speculative operations begin again. So 
occur the rhythms of industrial booms and depressions con- 
cerning the causes of which there has been so much discus- 
sion. Generically, they are the necessary results of normal 
human motives acting in accordance with normal calculations 
of probabilities. They may be intensified or moderated by 
the action of co-operating causes. 
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In the community at large, population remaining constant, 
the gains and losses by rising and falling prices must balance 
each other; but there is no necessary equivalence of gains and 
losses in the transactions of the employing producer. On the 
contrary, the mercantile art, the practice of which is one of 
the chief functions of the employing producer, consists to no 
small extent in securing the gains and avoiding the losses 
made by price fluctuations. Different industrial classes have 
in very different degrees the quality of economic elasticity ; 
that is, the power of reacting upon and transmitting the vari- 
ous forms of economic shock and pressure. This power is 
least among the consumers of final utilities and the producers 
of the primary utilities,— raw materials and crude work; and 
upon these classes, therefore, the major part of all losses ulti- 
mately falls. Wealth is not created by speculative produc- 
tion and exchange. It is only transferred from the ownership 
of the timid and uninformed, and those whose necessities are 
pressing, to the ownership of those who are bold, well-in- 
formed, far-sighted, skilful, and in command of ample re- 
sources. Through the speculative buying of the laborer’s 
work, a part of the price which society as a whole pays for 
that work is transferred from the laborer to his employer. 

There is another sum that tends to find its way into the 
employer’s gains, 2s an addition to the normal reward of his 
services, which is created by the mere growth of society, apart 
from any advance in prices. Social growth creates a demand 
for a constantly increasing quantity of every sort of staple 
goods. The greater the quantity demanded and sold, the less 
is the cost of production per unit of product. Not that the 
mere multiplication of human beings is itself creative of 
wealth, but that the multiplication of utilities by the produc- 
tive labor of additional human beings enhances the utility 
created by each one. It does this by creating the means for 
more perfectly utilizing all labor and all means of production. 
Prices of goods and wages of labor remaining the same, the 
employer’s gains per unit of product would constantly increase; 
in an advancing society. 

Actually, prices of goods and wages of labor cannot remain 
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the same. Competition inevitably distributes these gains, and 
the increase of wealth by the more perfect utilization of labor 
and capital in consequence of social growth becomes the source 
of increasing wages and falling prices. 

In so far as values created by social changes are distributed 
among all classes in proportion to the worth of their services, 
the ethical requirement is met. A certain ratio must exist 
between the average consumption and the average production 
of any aggregate of men, and a distribution on the double 
basis of production and consumption should be found to be 
approximately proportionate to the worth of the services. 
But competition is a defective process for effecting such a dis- 
tribution. We have already noted that the competitive 
process takes time. It is only after gains in excess of the nor- 
mal reward of his functions have gone into the hands of the 
employing producer that competition begins. 

When actual competition does begin, it goes to excess in pro- 
portion to the excessiveness of previous gains. Normal profits 
may be now encroached upon, and the losses so incurred may 
fully offset the previous excessive gains. But the important 
| fact is that the wage-worker and the consumer get no wrongs 
righted. The excessive competition, instead of correcting the 
distributive error already made, doubles it. President Francis 
A. Walker has shown that the profits of employers of different 
degrees of ability vary in accordance with the same principle 
that governs the rent of lands of unequal degrees of fertility. 
Whatever brings a new margin of inferior soil under cultiva- 
tion increases the rent of all lands of better quality. What- 
ever brings into the class of employers those men whose busi- 
ness abilities are so small that ordinarily they would find their 
place as employees raises the profits of the employers of 
superior abilities. Conversely, we may say with equal truth 
that, when the profits of the superior employers are in excess 
of the normal reward of their functions, men of inferior abilities, 
who otherwise would remain employees, will be drawn into the 
employing class, and that the costs of production borne by 
the community at large will be correspondingly increased. 
‘When, in consequence of excessive competition, bankruptcies 
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follow and capital is destroyed, the productive power of the 
community is impaired, and workmen are thrown out of em- 
ployment. 

To summarize: Competition begins only after gains in 
excess of normal profits have accrued to employing producers. 
As a consequence of this fact, when competition does begin, 
it goes to excess. As a further consequence, capital is wasted 
and the cost of production is increased. Thus, the movement 
of competition, like the movement of prices, inevitably as- 
sumes a rhythmical form. The losses that multiply during 
the period of excessive competition fall mainly on the pro- 
ducers of primary utilities and the consumers of final utilities. 
The gains that are made during the period of deficient compe- 
tition accrue chiefly to those who occupy the middle places 
in the industrial series and exercise mercantile functions as 
producers and exchangers of secondary and final utilities. 
Therefore, beyond that ethical defectiveness of competition 
due to the unequal competitive abilities of the rich and the 
poor, the well-informed and the ignorant, which has been 
often recognized, the competitive process itself is inherently 
defective, ethically and economically, as a distributive agency. 

Making no attempt to do away with or limit competition, 
profit-sharing corrects the radical defect of competition at the 
points where the defect arises. To the time element and the 
element of indirectness the inherent defects of competition 
are due. Profit-sharing as a distributive agency simply elim- 
inates the elements of time and indirectness from the dis- 
tributive process. It divides immediately upon its produc- 
tion and directly among the rightful beneficiaries, in propor- 
tion to their services, the value created by social growth and 
change, which otherwise would be divided tardily and indi- 
rectly, and therefore imperfectly, by competition. 

Acknowledging the approximate equity of distribution by 
competition, profit-sharing accepts this distribution as the 
basis of its own anticipatory, supplementary, and corrective 
distribution. The donus to workers is divided on the basis of 
their wages; the bonus to consumers, on the basis of their 
purchases. Logically, this principle ought to be observed 
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more strictly than it usually is. The question is often asked, 
“In what proportions should the surplus be divided among 
workers, stockholders, and managers?” Obviously, in the 
proportions that wages, salaries, and interest bear to each 
other interest being proportionate to the risks of the invest- 
ment. For example, if the wages paid by a corporation 
amount to $100,000 a year, the interest on the capital em- 
ployed is $20,000, and the salaries aggregate $20,000, the net 
profit remaining after these sums have been paid should be 
divided in the proportions 5, 1, and 1. Logically, too, there 
should be a dividend to the customer, as in distributive co- 
operation, which should take the place of all discounts on 
large sales. English co-operators contend that capital per se 
should not share in the donus. If a secured loan, it should 
not. If exposed to the risks of the business, it should. 

What are the theoretical objections to profit-sharing ? 

It is not a valid objection that profit-sharing is, and may 
be always, a plan of partial or occasional application, and not 
the prevalent industrial system. It is legitimate to inquire 
what favorable reactions upon the wages system may be 
expected from the adoption of profit-sharing by any infiu- 
ential portion of the employing class. 

It is not a valid objection to say that wages are a commuta- 
tion of the workman’s theoretic share of the industrial prod- 
uct, the sum deducted being the premium paid for the 
insurance of that share, the employer assuming all risks of 
loss. Wages paid in connection with profit-sharing are not 
a commutation. They are a partial payment of the work- 
man’s theoretic share, as the sums taken by the employer in 
the form of salary or otherwise for his current personal 
expenses are a partial payment of his theoretic share. Work- 
man and employer both may receive, ultimately, the remain- 
der of their theoretic shares, or they may find that they both 
have worked to some extent for nothing. But, if one loses, 
the other loses. Their risks are the same. 

It is not easy to see how wages can ,be regarded as a 
commutation in any case, so long as the employer claims and 
exercises the right to reduce them at will. To make a com- 
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parison, what sort of fire insurance would that be in which the 
insurers reserved the right to deduct a per centum from the 
face of every policy, whenever the year’s business looked 
unpromising, agreeing to restore it when business was better? 
The insured might possibly suspect that they bore a part of 
the risks themselves. 

If by risk any objector to profit-sharing means the risk that 
the employer incurs of losing not only a part of his rightful 
share in the industrial product, but also a part of his past 
accumulations, and the objection is urged that there can be 
equitably no profit-sharing unless the employee can and does 
become liable for a part of such losses, the reply is that the 
objector confounds two distinct things. If, besides the share 
of the industrial product that rightfully should go to him as 
a workman, the employee is to receive also a part of the share 
that properly belongs to the undertaking capitalist, he should 
be liable with the entrepreneur for losses of capital, but not 
otherwise. This distinction marks the difference between 
simple profit-sharing, which we have been considering, and 


the industrial partnership, properly so called,—a higher and | 


more complex industrial organization. 

Any practical difficulties that there might be in maintaining 
a good understanding between employers and employees as 
to the right distribution of gains and losses, would afford no 
theoretical objections to profit-sharing. An objection on this 
account could be raised and answered only by an inductive 
study of actual experiments, and these, so far, do not sustain 
such objections. 

There is no valid objection to profit-sharing in the fact that 
the dividend on wages may nearly or quite disappear, as in the 
case of the Paris and Orleans railway. If the distribution has 
been put on the right basis at the outset, the disappearance of 
the bonus, the business being prosperous, can have no other 
significance than as showing that the preliminary distribution 
in wages, interest, etc., has corresponded so closely to ethical 
and economic requirements that no corrective, supplementary 
distribution is necessary or possible. The profit-sharing ar- 
rangement has become a test and measure of the rightness of 
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the preliminary distribution in wages. The chances are, how- 
ever, that the disappearance of the Jonus indicates that the 
basis of division is a wrong one. 

Finally, there is no valid objection to profit-sharing in the 
possibility that, of two profit-sharing corporations, one, man- 
aged by a head of great ability, may make large dividends for 
employees in addition to large dividends for stockholders, while 
the other, badly managed, pays little to stockholders and noth- 
ing to employees beyond their wages, although, under the stim- 
ulus of expected dividends, the latter have worked as faithfully 
as the employees of the more successful corporation. The 
assumption that in such a case, equal work would receive une- 
qual rewards is untrue; because the unequal rewards would sift 
the workmen. The best workmen would find their way into the 
employ of the prosperous concern, the inferior workmen would 
be left to the unprosperous one. The assumption that the slack 
or dull-witted employer would institute profit-sharing at all is 
humorous. The assumption that any part of the profit that has 
been created by the ability of the manager could go to any- 
body but the manager, without violating the ethical principles 
of profit-sharing itself, betrays a theoretical misconception. If 
wealth created by the manager goes to somebody else, it 
shows, not that profit-sharing is wrong, but that the manager’s 


salary is less than he earns. 


Frankurn H. Gipprines. 


ENGLISH LABOR STATISTICS. 


Important steps have been taken by the English Board of 
Trade for the publication of labor statistics, under the resolu- 
tion of the House of Commons of March 3, 1886. That reso- 
lution, it may be remembered, was introduced by Mr. Brad- 
laugh, and led to an animated discussion, in which the failure 
thus far to present in the government publications any trust- 
worthy information as to the real condition of the laboring 
class was distinctly brought out by more than one speaker, 
the House finally resolving in favor of immediate steps to 
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secure the full and accurate collection and publication of 
labor statistics. 

The Board of Trade some time later announced that they 
had undertaken, first to collect and arrange the statistics as 
to wages scattered through the Blue-books for the last fifty 
or sixty years, together with some other statistics relating to 
wages in the same period. It is expected that the volume on 
this subject will be ready in April or May, and that it will be 
serviceable as well as bulky and elaborate. Arrangements 
have also been made for collecting detailed information as 
to wages at the present time, including such essential condi- 
tions as the hours of labor, steadiness of employment, and the 
like; and, for this purpose, sixty thousand schedules have been 
sent out to employers, the answers on which are hereafter to 
be digested for publication. 

Besides obtaining statistics showing the condition of labor 
in foreign countries, the Board of Trade also propose to col- 
lect and arrange information as to prices, production, and 
cost of living. As a large mass of information of this sort is 
already in their possession, and needs nothing but tabulation , 
to make it available, they hope to publish a volume in the 
course of the present year. 
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L 
PRICES IN GREAT BRITAIN. 







TABLE A. 


PRICES PUBLISHED BY THE LONDON “ECONOMIST,” 8. BOURNE, 
AND R. H. I. PALGRAVE. 






The first use of index numbers to represent the changes of prices 
was made by the late Mr. Newmarch in a table published in the { 
“ Annual Commercial History and Review” of the London Economist. 
The table is intended to show the movement of prices, during a series 
of years, for twenty-two articles in the English wholesale markets. 

Taking the average price for 1845-50, in every case, as the standard, 
represented by one hundred, the ratio of the price on January 1 and 
July 1 of every year is compared with this, the result being, in fact,’ 
a percentage. The sum of these percentages for twenty-two articles 
is the index number for the year, as twenty-two hundred is the index 

























j number for 1845-50. Division by twenty-two reduces the series of 

index numbers to average percentages. The articles selected are as 
follows : — 

Coffee, sugar, tea, tobacco, wheat, butcher’s meat, Surat cotton, raw silk, 

flax and hemp, wool, indigo, oils, timber, tallow, leather, copper, iron, lead, 


tin, Pernambuco cotton, cotton yarn, cotton cloth. 


: While probably the best known of all tables, the figures of the 
Economist are open to serious objections: (1) As the editors an- 

nounce, the table “does not, of course, present a full and accurate 

: representation of the variations of prices, inasmuch as it cannot allow 
for the relative importance of the different articles.” Wheat, for 
example, counts for no more than indigo. (2) The quotations on a 
given day do not show the state of prices for the year. (3) The 
articles selected are too few in number to insure a proper view of 
prices in general. (4) The commodities are injudiciously chosen. 
There are four articles of cotton, causing serious distortion in the 
years 1862-67, and a disproportionate number of so-called raw ma- 
terials. The continuity of the Economist table since 1850 (inter- 
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rupted only for the years 1852, 1854-56) explains the importance 
ascribed to it. 

In the Journal of the Statistical Society (June, 1879, pp. 413-417), 
Mr. Bourne corrected the figures of the Economist by using only one 
quotation of cotton goods instead of four (the average of the four) 
and by adding coal. His table contains the prices of only twenty 
articles, and ends with 1879, but, in other respects, is like that of the 
Economist. 

Mr. Bourne also constructed a table from the prices of articles in 
the country of their production, using the average prices of the years 
1872-77 as the basis for comparison. His figures are taken from 
“the average of the years’ transactions shown in the Statistical Ab- 
stracts for Foreign Countries and for Colonial Possessions, issued from 
the Board of Trade,” and run from 1860 to 1879, but for only seven 
articles,— wheat, cotton, wine, silk, rice, opium, and tea. 

In order to get a comparison with some Indian prices, which date 
back only to 1865, Mr. R. H. Inglis Palgrave, in the Appendix to the 
Third Report of the Royal Commission on Depression of Trade and 
Industry, 1886, p. 330, rearranged the figures of the Economist by 
taking the prices of the years 1865-69, instead of the years 1845-50, 
as the basis for comparison. 

Realizing the insufficiency of the method adopted in constructing 
the Economist table, Mr. Palgrave prepared another table, based on 
the prices of 1865-69, “in which allowance is made for the ‘relative 
importance’ of each of the articles selected, which are the same as 
those taken in the Economist.” The relative importance of an article 
is reached by finding the relative proportions of the home trade in it 
(taking into account both quantities and values) to the total home 
trade in the twenty-two commodities. For example, in the year 1873, 
the home trade in cotton (raw) was £48,000,000, and in indigo 
£800,000, out of £306,450,000 for all the twenty-two articles. So cot- 
ton is assigned an importance of three hundred and forty-six, and 
indigo of only six, out of twenty-two hundred, the standard index 
number. Of course, both his tables are open to the same objections 
as that of the Economist, except in the matter of “relative impor- 
tance.” 
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Economist Table. ‘Bourne's Table. Palgrave’s Tables. 






































l 
| Economist | Precedin 
|Basis of 1872-77. on basis | corrected for 
| | of 1865-69. | Telative im- 
| | portance 
Eig di 3 ¢ 3 F gi] gi ¢ 
ug 18.8/5,6 / .8 | 28 | 38/8 | 33 | 5 
S38 28° fas ac SE Lie] o Ss | ° 
Gs i$s|8 8 om om | 83] gs &s | 38 
a | 6 uw} oOo es > zlm|) @ | & 
| | | 
1845-50 2200 | 100 | | 
1851 Jan.1 | 2293 104 | 103 | | | 
1853 July1 | 2451 111 | 114 
1857“ 2996 | 136 | 140 | 
1858 Jan.1 | 2612 118 | 123 
1859“ 2543 115 | 118 
1860“ 2692 122 | 123 4 | | 
1861“ 2727 123 | 124 94 113 
1862“ 2878 130 | 125 95 116 | | 
1863“ 3492 158 | 144 109 143 
1864 « 3787 172 | 151 115 170 
1865“ 3575 162 | 138 105 175 ) 108 
1866“ 3564 | 161. | 142 107 | 132] | |} 2 111 
1867“ 3024 137 | 128 | 98 120 +| 2200 | 100 | 4 2179 99 
13968 2682 122 | 122 | 93 | 116] | | 2058 93 
1369 2666 121 | 118 9 | 111) | [ 1963 89 
1870 2689 122 | 119 9. | 111 91 | 1975 90 
1871“ 2590 118 | 118 90 105 | 1981 | 90 | 2036 93 
1872 « 2835 129 | 133 125| 101 108 | 2132 | 97 | 2197 | 100 
1873 2947 134 | 142 132| 108 107 | 2237 | 102 | 2298 | 104 
1874“ 2891 131 | 136 127| 103 99 | 2207 | 100 | 2378 | 108 
1875“ 2778 126 | 130 124 99 94 | 2098} 95 | 2125 97° 
1876“ 2711 123 | 123 94 | 95 | 2044 | 93 | 2186 99 
1877“ 124 | 126 96 | 97 | 2064) 94 | 2205 | 100 
1878 2529 115 | 118 90 | 1910 | 87 | 2081 95 
1879“ 2202 100 | 106 80 | 1676 | 76 | 1806 2 
1880“ 2538 115 1918 | 87 | 1967 89 
1881 « 2376 108 | 1782 | 81 | 2054 93 
1882 « 2435 111 1830! 83 | 1908 7 
1683 2342 107 1755 | 80 | 1924 88 
« July 1 2220 101 } } 
1884 Jan.1 | 2221 | 101 1660 | 75 | 1750 80 
« July1 | 2170 98 
1885 Jan.1 | 2098 95 | 1562 | 70 | 1669 76 
« July1 | 2048 93 | 
1886 Jan.1 | 2023 92 1509 | 69 
! i | 1 
TABLE B. 


PRICES COMPILED BY W. S. JEVONS. 


In 1863, Professor W. Stanley Jevons published a pamphlet 
entitled A Serious Fall in the Value of Gold ascertained, and its Social 
Effects set forth. This was followed in 1865 by a paper in the 
Journal of the Statistical Society, vol. xxviii., pp. 294-320, on “ The 
Variation of Prices and the Value of the Currency since 1782” ; and, 
in 1869, by a letter to the Economist, vol. xxvii., pp. 530-532, on “ The 
Depreciation of Gold.” The three papers are reprinted in his col- 
lected Investigations in Currency and Finance (London, 1884). 
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In his first pamphlet, Jevons collated from various sources, chiefly 
from the Economist, the prices of thirty-nine articles, namely : — 

I., silver, tin, copper, lead, bar iron, pig iron, tin plates; II., palm oil, 
linseed oil, tallow, hides, leather, ne, logwood, indigo ; Iit., cotton (three 


les), wool, silk, flax, hemp; IV., wheat, barley, oats, — beans, peas ; 
+, hay, clover, straw, beef, TB pork, butter; VI., sugar, spirits, tea, 


pepper. 

These prices were reduced in the following manner. The average 
of the monthly prices during each year was calculated,— apparently, 
the arithmetical mean was taken, though this is not stated. From 
the yearly prices thus obtained, the simple arithmetical average price 
of each commodity for the six years, 1845-50, was first drawn; and, 
with this six years’ average as a base, the average price of every com- 
modity for every year from 1845 to 1862 was compared. The results 
were expressed in percentages, the average of every commodity for 
1845-50 being expressed by one hundred. When, however, the percent- 
ages of the thirty-nine commodities were averaged for any one year, 
in order to secure the final indicator of the state of general prices for 
that year, Jevons calculated the geometrical mean of the percentages. 
Substantially the same method was followed in the paper of 1865 in 
the Statistical Journal ; but, in this case, the final resu!t was indicated 
only by a diagram, no tables being given of general prices. The 
method was again used in the Economist letter of 1869; and this time 
a table was given, indicating for selected years before 1847, and for 
all years between 1847 and 1869, the course of average prices of 
“about fifty of the chief articles of commerce,” which, however, are 
not further specified. As to the uses of the arithmetical or geomet- 
rical mean, see a note in this Journal, ante, pp. 83-86. 

Column one gives Jevons’s figures of general prices as calculated 
in the Serious Fall. Column two gives the figures of the Economist 
letter, in which the average for 1849 is taken as one hundred. 





| 1. 2. 
Years. Average ‘of 1845-laverage of 1840) ae A of 1845-| Average of 1849 
en as 100.) taken as 100. | 60 taken as 100. taken as 100. 









1789 133 || 1855 117.6 } 125 
1799 202 || 1856 122.5 129 
1809 245 | 1857 128.8 132 
1819 175 1858 114.2 118 
1829 124 1859 116.0 120 





144 124 
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TABLE C. 
PRICES COMPILED BY A. ELLIS. 


In the London Statist of June 8, 1878, Mr. Arthur Ellis published 
a table of the prices of twenty-five articles, taking his quotations and 
quantities from the Board of Trade returns for imports. The prices 
of the year 1869 were taken as a standard for comparison; but the 
years compared are only 1859, 1873, 1876, and the first quarter of 
1878. Mr. Ellis used certain index numbers to indicate the relative 
importance of commodities,—e.g., cotton is rated at nineteen and 
indigo at one. The number 1000 multiplied by the index yields the 
standard for 1869, with which other years are compared. By this 
means, “the purchasing power of money can be arrived at in the 
various periods.” 





























Ril.fIVE COST IN 
Articles imported Index 
or produced. Numbers. 
| 1869 First 
1859 1873 1876. |Quarter 
i *d. 1878. 
Animals,oxen ... . 8 6,300 8,000 7,700 9,670 9,115 » 
Animals,sheep . . 6 6,200 6,000 7,470 7,460 8,020 
Butter ..... | 2 1,850 2,000 2,050 2,200 2,170 
Cheese . | 1 810 1,000 950 880 1,110 
Coffee . 1 1,110 1,000 | 1, 1,540 1,500 
Wheat . 15 13,270 | 15,000 | 18,7 15,030 | 17,655 
Barley . 3 630 | 3,000 | 3,100 | 2,200 | 3,230 
A 2 1,990 | 2,000 | 2,050 1,900 2,000 
Flour . mee te 4 4,110 | 4,000 5,370 4,570 5,200 
SRNR Re 1 | 1,020 | 1,000 | 1,2: 1,020 | 1,005 
eh ae ere. ST 4 4,230 | 4,000 3,900 3,410 3,640 
. SS aes 3 3,120 3,000 2,840 2,840 2,635 
Tobacco. | 1 } 910 1,000 910 1,000 945 
Wine. . 2 | 2,230 2,000 2,480 2,290 2,325 
Se 19 11,520 | 19,000 | 14,660 | 11,010 | 10,540 
Indigo ee basa 1 820 1,000 760 650 655 
Flax . : 3 2,930 3,000 2,650 2,660 3,130 
Hides . . 1 1,070 1,000 1,190 1,240 910 
Coal 8 7,720 8,000 | 17,430 9,060 8,065 
Copper 1 1,530 1,000 | 1,250 1,140 1,010 
Iron, raw 2 1,980 2,000 | 4,300 2,160 1,855 
c. 2 1,670 2,000 | 1,720 1,570 1,475 
Tallow 1 1,220 1,000 | 900 940 880 
Wood. . Pras me 2 2,240 2,000 2,480 2,190 2,160 
WO. <a we ee al 7 9,090 7,000 7,490 7,980 7,245 
100 91,570 |100,000 {115,060 | 96,610 98,475 
| 


| 
| 
| 
| 
| 
| 
| 
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TABLE D. 
PRICES COMPILED BY MR. GIFFEN. 


In a Report to the English Board of Trade in 1885 on the Prices of 
Imports and Exports from 1861 to 1877, Mr. Robert Giffen presented 
a table of prices for exports in the period from 1840 to 1883, and for 
imports from 1854 to 1888. The table includes thirty-five articles, 
with index numbers in which the relative importance of the articles 
is expressed. “To get the ‘index number,’ my plan has been to 
ascertain the percentage proportions of the value of the exports of 
each enumerated article to the value of the whole export trade, 
in alternate years since 1861.” (Journal of Statistical Society, 1879, 
pp. 66-68, 305-321.) Having ascertained the proportion of the value 
of the exports of each article to the whole export trade, he adds 
together the numbers thus obtained for the thirty-five articles. In 
this way, he obtains an initial index number, which he fixes upon as 
65.8 for exports. In a similar way, he settles upon 81.16 for imports. 
‘“* An index number being thus formed, an average rise or fall may be 
shown by calculating the percentage of the rise or fall of each article 
on the portion of the index number assigned to it, the differences 
between the percentages of increase or decrease constituting an addi- 
tion to or a reduction from the index number, which immediately 
shows whether there has been an average rise or fall and how much.” 
See also Contemporary Review, June, 1885, p. 812, for later figures. 
In the appendix to the Third Report of the Royal Commission on the 
Depression of Trade and Industry, p. 329, Mr. Palgrave gives Mr. 
Giffen’s figures, rearranging them on a basis of one hundred, starting 
with 1840 for exports and with 1854 for imports, as follows: — 


| _ Imports. 





Exports, } Per | Per 


























Exports. > 

Per - 
Year. Base line of Base line of | «,, Base line of 

1840. Cent. 1854. Cent. 1854. Cent. 

1840 79.14 100 
1841 76.75 97 | 
1845 71.85 91 | 
1848 63.37 80 
1849 60.51 76 | 
1852 50.33 75 
1853 : 
1854 485 =| 82 485 | 100 | 80.36 100 
1855 63.05 | 80 63.05 97 84.67 105 
1857 66.57 84 66.57 103 88.24 110 
1859 66.20 83 66. 79.77 
1865 89.26 112 89.26 137 94.75 118 
1868 77.22 7 77.22 119 86.89 108 
1873 85.73 108 85.73 132 85.59 107 
1875 74.47 94 74.47 114 81.41 101 
1876 68.05 86 68.05 105 77.55 96 
1877 65.40 82 65.40 101 79.08 99 
22 ie ade cake a 2 
1879 59.70 75 59.70 92 70.86 | & 
1880 | ws... bel, oe Pe : 
1881 59.54 75 59.54 92 74.17 | 92 
1883 59.85 76 59.85 | 92 71.73 __ 89 


| 
} 
} 
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TABLE E. 


TEMPORARY REVIEW,” JUNE, 1885. 

















Prices OF LEADING WHOLESALE COMMODITIES IN JANUARY. 





PREPARED BY MR. 
GIFFEN, “ JOURNAL OF STATISTICAL SOCIETY,” 1879, P. 61, AND “‘ CoNn- 




















a — dcaatnaibiiaeastibi a 
rt | 
Jan.| 1874 | 1875 | 1876 | 1877 | 1878 1879 | 1883 | 1885 
d | es 
Iron, Scotch pig, ton 127s|107s 6d 80s 648 3d) 57s 6d| 5is 6d asso 8d! 41s 94 
Coal, Waleed, } “ 30s| 27s 6d} 30s} 25s| 198| 188 6d 198/178 6d) 188 
i Copper, Chilibars, “| 91/  £84/28310s| £82/£27510s| 266] £57| £65) £ 
Tin, Straits, « | g142' £120; £94| £821£7510s| £66] £61) £93| £77 
Wheat, Gazette av. qr. [558 11d! 62s 1d) 44s 8d) 458 9d| 51s 6d) 51s 94/398 7/408 4/34 11¢ 
“ Red Spring, at | | | | 
4 New York, bu. | $1.70) $1.69] $1.22| $1.33] $1.45) $1.45] $1.10] $1.18] $0.91 
j Flour, town made, sack} 47s 6d) 53s 6d) 388 6d, 42s 6d 40s| 46s| 37s) 388 32: 
« "NewYork, _bbl.| $7.50, §7.10| $5.15, $5.50| $6.00) $5.50 $3.70| $4.30] $3.25 
- Beef, inferior, { 1, carcass 38 10d} 389d) 338d| 48 3d| 393d) 2810d\2810d| 4e4d| 4s 
“ prime small, 5s 3d| 5s 5d) 5s 5d\ bs 3a 2d| _bs| 489d| 6s|_ 5s 4h 
Cotton, Mid Upland, Ib. 10d|  8hd| Tid} 7d} Gd} Ghd B| Bd) «= k 
Wool, pek.| £23 £19 15s| £18 6s|£17 10s! le1elds|£15 10s} £13 £12; £11 
; Sugar, Masia} cwt.| ats6d| 18s] 178) 15s] 22s) 148 6d) 16s|16s ea 108 
. mag «| 808/128 6d| —848| 90s 6d) 878 6 848 9d| 65s\78s6d| 71s 
Sst plk, Malabar, Ib. ia Sid] Td! Bd} yyd| | 4B} Atd| Bad] 8 
tpetre, foreign,  cwt. 238 9d| 228 6d) 188 6d 20s} 22s} «198| 19s| 158 3d 
f | | | 
TABLE F. 


tions. 





PRICES COMPILED BY A. SAUERBECK. 


other publications. 
been taken between the highest and lowest quotations.” 
selected are as follows : — 


In the Journal of the Statistical Society for September, 1886, Mr. 
Augustus Sauerbeck has presented a table of prices of thirty-eight 
articles for the period from 1846 to 1885, representing the average 
prices of the eleven years, 1867 to 1877, by one hundred. His index 
numbers are computed by taking the arithmetical mean of the quota- 
“With but few exceptions,” he says, “the prices given are the 
average prices in each year, either those officially returned or the 
averages of the twelve quotations at the end of each month, partly 
received from private firms, partly collected from the Economist and 


Where a range of prices is given, the mean has 


The articles 


I., wheat (two grades), flour, barley, oats, maize, potatoes, rice ; II., beef 
| (two grades), mutton (two grades), pork, bacon, butter ; ITI., sugar (two grades), 


coffee, tea; IV., pig iron, bar iron, copper, tin, lead, coals (two grades) ; 


Wiss 


cotton (two grades), flax, hemp, jute, wool (two grades), silk; VI., hides, 
leather, tallow, palm oil, olive oil, linseed oil, petroleum (since 1872), soda 











crystals, nitrate of soda, indigo, timber. 
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(1) It is to be regretted that all the prices are not averages. 
(2) The relative importance of articles, also, is insufficiently repre- 
sented; ¢.g., olive oil has as great an influence on the index number 
as iron. (3) No satisfactory statement is made as to the sources 
from which he gets his quotations. (4) He admits that “it was 
impossible to retain exactly the same standard for this long period 
[1846 to 1885], owing to the frequent alterations of descriptions; and 
the old quotations for a few articles, such as sugar, coffee, and flax, 
must be considered as only approximately showing the course of 
prices.” (5) The commodities are almost entirely raw produce. So 
that in sources of information, reliability, numbers of articles, and 
continuity of quotations on the same system, the most considerable 
collection of English prices falls behind the Hamburg table. 
































ba Animal Sugar 
, 
— Food (Moat Coffee,| Total | Miner-| Tex- eas Ma'e- | Grand 
5 *| and | Food.| als. | tiles. rials. | Total. 
(Corn,} &¢.) | mea. rials. 
&c.) 
1846 106 81 98 95 92 TT 86 85 so 
1847 129 88 87 105 94 78 86 86 95 
1848 92 83 69 84 78 7 73 Ts 
1849 79 71 77 76 17 67 75 73 74 
1850 74 67 87 7 77 78 80 78 7 
1851 73 68 84 74 15 75 79 76 75 
1852 80 69 15 15 80 78 4 81 ss 
1853 100 82 87 91 105 87 101 97 95 
1854 120 87 85 101 115 88 109 104 | 102 
1855 120 87 101 109 St 109 101 108 
1856 109 88 110 89 109 102 | 108 
1857 105 89 119 102 108 92 119 107 | 105 
1858 87 83 97 88 96 St 102 4% | On 
1859 85 85 102 89 98 88 107 8 | O4 
1860 99 91 107 98 97 90 111 100 | 99 
1861 102 91 96 97 91 92 109 99 | 
1862 98 86 98 94 9 | 123 | 106 | 107 | son 
1863 87 85 99 89 149 101 115 | 103 
1864 79 89 106 88 96 162 98 119 | 105 
1865 at 97 97 91 91 134 97 108 | 108 
1866 % | 96 4 95 91 130 99 107 | 02 
115 ot 101 87 110 100 100 | 400 
113 96 100 | 85 106 102 | 99 
91 98 4% | 89 109 100 | 100 
88 95 9 | 89 | 106 99 9 | #86 
4 100 9 | 93 103 105 101 | 100 
101 | 104 102 | 127 | 114 108 115 | 109 
106 106 107 | 141 103 106 114 | gan 
105 105 104 | 116 92 96 100 | 102 
93 100 100 | 101 | 88 2 923 | 96 
92 98 99 90 85 95 9 | 95 
100 103 101 84 85 % | 89 | 94 
95 90 96 74 78 88 81 | S87 
87 87 9 | 7% 74 85 7% | 83 
89 88 94 79 81 89 s4 oy 
84 84 91 =i} 6S 86 80 | 85 
84 76 = 5 | 
82 77 | 
71 63 
68 63 
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II. 
PRICES IN GERMANY. 
TABLE G. 
PRICES COMPILED BY E. LASPEYRES. 


In 1864, Professor E. Laspeyres made an investigation of Ham- 
burg prices from 1831 to 1863, the results of which were published in 
the Jahrbiicher fiir National-Oek ie, vol. iii. (old series), pp. 81- 
118, 209-286. His tables include forty-eight articles, of which the 
prices were ascertained for the first Friday of each month from the 
Hamburg Aligemeiner Preiscourant. The arithmetical mean of these 
monthly prices yielded the average for the year. The general average 
for the decade 1831 to 1840 was taken to be one hundred. His final 
figures were : — 

















Average Ave 
Periods. Prices | Periods. | Prices 
| | 
Decade 1831-40 100 Year 1857 137.8 
“ 1841-50 95.4 | “ 1858 118.6 
— | “ i 
= 1852 as (|| 1860 195.4 
ei 1853 112.9 = || ee 1861 125.7 ° 
“ 1854 ms | os 1862 125.4 
“ 1855 132.2 | 66 1863 | 122.2 
«“ 1856 134.2 } Decade 185463 | 126.4 
' 
TABLE H. 


PRICES COMPILED BY H. PAASCHE AND R. VON DER BORGHT. 


In 1874 and in 1882, two notes on prices were printed in the 
Jahrbiicher fiir National-Oekonomie, vol. xxiii, pp. 171-173, and vol. 
xxxix. (vol. v. of new series), pp. 177-185. The first was signed by 
H. P. (H. Paasche) and the second by R. v. d. B. (R. v. d. Borght). 
The second was a continuation of the first, considering the same 
articles and using the same method. The method was an attempt 
to apply a coefficient to the price of different articles, according 
to their relative importance. Twenty-two articles were selected, 
and the quantity consumed of each in Germany in 1868 was ascer- 
tained as closely as possible. The price of each article was multiplied 
for each year by the consumption of 1868; and the sum of money 
which would buy the quantity consumed in 1868 of the whole twenty- 
two, or of any limited group, was then arrived at by addition. The 
totals were then arranged on a scale in which one hundred repre- 
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sented the average of the twenty years, 1847 to 1867. The twenty- 
year average or base was presumably ascertained by the same 
method, though it is not expressly so stated. 
The twenty-two articles were arranged in six groups, as follows : — 
L., coffee, cocoa, tea, pepper, rice, sugar; II., cotton, silk; III., indigo, 
saltpetre, fish-oil, palm oil; IV., pig iron, zine, tin, copper, lead; V., coal; 
VI., wheat, rye, barley, oats. 


To the final figures are appended, for comparison, those averages 
which would have resulted from a simple arithmetical mean taken 


irrespective of quantity. 











| 
Average ir- Average ir- 
General & General & 
Year. respective Years. respective 
Average. of quantity |” Average. of quantity 
1847-67 100 100 1875 103.2 106 
1868 118.5 104 1876 102.9 106 
1869 107.7 106 1877 104.1 105 
1870 98 103 1878 92.1 96 
1871 108 109 1879 90.3 98 
1872 116.6 121 1880 96.9 87 
1873 120.1 124 
1874 114.1 113 1868-80 | 105.8 106 

















TABLE J. 
PRICES PUBLISHED BY A. SOETBEER. 


In Dr. Soetbeer’s Materialien (2d ed., 1886), pp. 99-114, are pub- 
lished the annual average prices, from 1847 to 1885, of each one of 
one hundred and fourteen articles, one hundred of which were com- 
puted by the officials of the Handelsstatisches Bureau at Hamburg, 
the prices of the fourteen remaining articles being taken from the 
British Board of Trade returns for exports. The Hamburg figures, 
with averages for five year periods, to 1880, were. published by Dr. 
Soetbeer in 1881 in the Jahrbiicher fiir National-Oekonomie (N. F., 
II, B). The index number of one hundred represents the mean of 
the average prices for the years 1847 to 1850. The average prices for 
each year and the number indicating the percentage which the price 
bears to the index number (1847 to 1850) are given for each article, 
for each of the eight groups, and for the total of the one hundred and 
fourteen articles. The method used is evidently the simple arithmet- 
ical mean: the relative importance of commodities is not considered. 

Dr. Soetbeer points out that systematic official records are kept at 
Hamburg according to actual declarations of values and quantities, 
under many checks to insure accuracy. Since 1881, the Hamburg 
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officials have carefully revised the whole table, so that it gives the 
most trustworthy wholesale prices of the largest number of articles 


since 1850 at present known to us. 


Year. 





1861 
1862 

1863 | 
1864 | 
1865 


1861-1865) 


— 
a 
a 
_ 


1875 
871-1875 


- 


1876-1880 


1881 
1882 
1883 
1884 
1885 


1881-1885) 









































I. III. | IV. Vv. VI. 
| 
East 
Agri- Tro i-| India | Miner-|Textile 
cultu- 1 IG di Mate- 
ral. cal, &c.| Goods,| al rials. 
| &e. 
100.00 100.00 100.00 | 100.00 | 100.00 
99. 90.00 | 99.94 95.70 | 104.39 
110.71 95.33 | 99.95 | 95.76 | 105.01 
128.18 124.78 | 115.28 | 109.24 | 101.43 
150.49 112.91 | 118.17 | 115.95 | 111.64 
158.82 142.03 | 121.02 | 119.10 | 103.58 
129.99 110.43 | 110.97 | 107.03 | 105.20 
149.03 155.95 | 123.95 | 116.65 | 100.02 
138.11 169.32 | 140.32 | 124.58 | 112.18 
119.92 120.69 | 112.76 | 109.04 | 103.59 
119.48 113.40 | 115.74 | 108.57 | 104.69 
133.75 120.36 | 120.28 | 108.66 | 108.74 
131.84 134.72 | 122.65 | 113.59 | 107.12 
131.46 122.08 | 117.19 | 102.40 | 110.85 
126.80 113.93 | 117.28 | 101.68 | 124.31 
120.12 114.97 | 116.87 | 102.92 | 151.84 
117.89 109.41 | 125.74 | 104.53 | 154.26 
126.48 114.01 | 116.11 | 98.93 | 117.80 
124.46 114.13 | 118.64 | 102.11 | 131.83 
| 
137.64 126.30 | 117.90 | 96.54 | 134.94 
146.38 126.44 | 114.35 | 93.28 | 130.31 
111.59 120.75 | 116.75 | 91.76 | 127.18 
132.40 115.58 | 122.10 | 96.33 | 130.52 
131.23 118.57 | 120.56 | 99.68 | 122.87 
| 
137.74 121.54 | 118.32 | 95.47 | 129.17 
| | 
144.7 122.99 | 120.22 | 101.85 | 119.23 
144.17 125.36 | 130.v5 | 121.63 | 122.79 
146,21 132.15 | 134.82 | 140.60 | 119.58 
150.99 145.02 | 136.74 | 116.70 | 112.80 
138.16 | 131.35 | 132.11 | 107.49 | 111.47 
144.90 7 | 181.50 | 130.72 | 116.90 | 117.17 
141.06 128.69 .27 | 105.54 
145.34 140.55 | 130. 98. 108.33 
132.50 134.34 | 125.61 | 94.14 | 102.33 
132.92 139.10 | 123.34 | 84.28 | 98.76 
138.11 154.65 | 122.92 | 88.33 | 96.72 
138.12 138.91 | 126.38 | 94.35 | 102.33 
137.50 146.57 | 122.60 | 84.87 | 99.29 
138.45 139.23 | 122.47 | 86.99] 95.10 
143.33 142.38 | 120.17 | 82.93 95.93 
123.85 120.16 | 117.90 | 78.69 | 97.02 
110.75 123.78 | 116.39 | 74.23 | 95.89 
130.77 134.41 119.91 | 81.55 | 96.65 





—) 
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VIII. iene ) 


British |Total of 
Ex- | 114 
ports. ‘en 


100.00 ‘100. 00 


98.27 124. 23 


98.47 |112.29 


98.50 |123.27 
101.25 | if 30. il 


105.60 |120.98 
102.41 120.91 


114.22 122.65 
133.45 |125.49 
146.53 (129.28 
137.80 |122.63 
127.56 |§23.59 


140.36 |125.85 
133.91 124.44 
127.56 |121.99 
128.15 |123.38 
122-68 |122.87 


130.55 |123.57 


122.64 |127.03 
130.07 (1:35.62 
2 |138.28 
126.06 836-20 
124.96 |1:29.85 


126.44 | 133.29 


119.23 |128.33 
114.04 |137.70 
111.03 |120.60 
105.93 |817.10 
108.15 |1:21.89 


111.70 |1233.07 


103.08 |1238 OF 
104.72 |8:2'3°84 
104.72 |122-24 
103.36 | £14.25 
100.48 | 108.72 


103.28 ia 17.68 
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The articles used in the Hamburg tables are: I., wheat, flour, rye, rye- 
meal, oats, barley, malt, buckwheat, peas, white beans, potatoes, hops, clover- 
seed, rape-seed, rape-seed oil, linseed oil, oil-cake, raw sugar, refined sugar, 
spirits; II., beef, veal, mutton, pork, milk, butter, cheese, tallow, lard, hides, 
calf-skins, leather, horse-hair, bristles, bed-feathers, bones, buffalo-horns, 
glue, eggs, herring, dried fish, train-oil; III., raisins, currants, almonds, 
dried prunes, olive oil, wine (French), chempegne; IV., coffee, cocoa, tea, 
pepper, allspice, cassia-bark, rice, sago, arrack, rum, tobacco, indigo, cochi- 
neal, logwood, rosewood, mahogany, rattan, palm oil, ivory; V., coal, iron 
ore, bar iron, steel, lead, zinc, tin, copper, quicksilver, sulphur, saltpetre 
(Chili), salt, lime, cement ; VI., cotton, wool, flax, hemp, silk, cordage, rags ; 
VII., guano, gum elastic, gutta-percha, resin, pearl ash, pitch, potash, soda, 
stearine candles, tar, wax; VIII., cotton yarn, plain piece-goods, printed 
cotton piece-goods, cotton stockings and socks, sewing thread, common glass 
bottles, linen yarn, plain linen, sail-cloth, woollen and worsted yarn, woollen 
cloth, flannels, worsteds, carpets. 


III. 
PRICES IN FRANCE. 
TABLE K. 
PRICES COMPILED BY R. H. I. PALGRAVE. 

In the Third Report of the Royal Commission on the Depression of 
Trade and Industry, Appendix, pp. 354-361, Mr. R. H. Inglis Palgrave 
has collected, from information given him by M. Léon Say and M. 
de Foville, and from the figures of the Commission Permanente des 
Valeurs de Douane, two tables of French prices for the period from 

















Table 28 Table 29 
Year. Table 28. reduced to Table 29. reduced to 
scale of 100. scale of 100. 
1865 2,267 103 2,331 106 
1866 2,314 105 2,380 108 
1867 2,207 100 2,144 97 
1868 2,126 97 2,110 96 
1869 2, 087 95 2,045 93 
2 200 100 | 2,200 100 
1870 2,137 97 2,000 
1871 2,283 104 2,250 
1872 2,434 lll 2,310 
1873 2,423 110 2, 
1874 2,223 101 2,125 
1875 2,243 102 2,085 
1 2,196 100 
102 
89 
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1865 to 1884 for twenty-two articles. The index number of twenty- 
two hundred (or one hundred) is taken to represent the average prices 
of the years 1865-69. The articles chosen and the method of com- 
puting the index numbers in Table 28 are as nearly as possible like 
those of the Economist. Table 29, however, introduces a method of 
ascertaining the relative importance of articles by finding the value 
of the actual imports into France of each commodity, as compared 
with the total value of the imports of all the twenty-two articles ; ¢.g., 
in 1871, the importance of wheat was expressed by 330, and of butter 
by 6, out of the total 2200; but, in 1877, wheat was expressed by 166, 
and butter, 11. The final results of both methods are here given mn 
parallel columns. In Table 28, the articles are: coffee, sugar, wheat, 
beef, butter, rice, tobacco, oil-seed, olive oil, tallow, raw silk, silk 
stuffs, gloves, raw cotton, raw wool, woollens, hides, coal, iron ore, 
copper ore, lead ore, and zinc. 


IV. 
PRICES IN THE UNITED STATES. 
TABLE L. 
PRICES COMPILED BY H. C. BURCHARD. ° 


Mr. H. C. Burchard, in his report as Director of the Mint for 
1881, gave the results of calculations of average prices in New York 
for the fifty-six years from 1825 to 1880. The figures are printed in 
the Report on the Finances, 1881, pp. 312-321. They are continued 
for the year 1881 in the Report on the Finances, 1882, pp. 252-254 ; 
for the year 1882 in ibid., 1883, pp. 316-318; and for the years 1883 
and 1884 in the Report of the Director of the Mint on the Production 
of the Precious Metals, 1884, pp. 499, 500. Mr. Burchard’s first table, 
for the years 1825-80, is reprinted without change in the Quarterly 
Reports of the Bureau of Statistics, 1883-84, No. 3, pp. 8328-387, and is 
again reprinted, still without change, in the Quarterly Reports, etc., 
1885-86, No. 3, pp. 556-565. Mr. Burchard wrote in 1881: “The 
prices quoted were obtained for the years 1825 to 1874, inclusive, 
from the tables of their average prices in New York, found in the 
Finance Reports of 1863, 1873, and 1874. [See Finance Report, 1863, 
pp. 284-861; tbid., 1878, pp. 502-541; ibid., 1874, pp. 557-561.] For 
the succeeding six years, they were compiled in this office from the 
published semi-weekly quotations in the New York Shipping and 
Commercial List, from which paper, it is understood, the quotations 
were taken in compiling the tables found in the Finance Reports.” 
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An examination of the Finance Report tables indicates that they were 
not compiled with great care. The price of an article will run along 
without change from month to month; then, suddenly, it will rise or 
fall sharply. The prices of articles that normally would fluctuate 
together (pig and bar iron, butter and cheese) show a very loose 
correspondence. Moreover, the same articles do not appear from 
year to year. An article will be quoted for a number of years, will 
then disappear, and later, perhaps, will reappear. Thus, flax does not 
appear till 1864, is quoted till 1878, and drops out thereafter. Again, 
Mr. Burchard’s tables do not use all the Finance Report prices, but 
choose from among them. His averages, as finally given, are ob- 
tained from the prices of eighty-two articles in 1825, eighty-one in 
1862, sixty-eight in 1864, sixty-five in 1880, and ninety in 1884. Pork 
is quoted in ten forms for 1884, in only three forms in 1880; and it 
does not appear whether each form of pork was used as an inde- 
pendent factor in calculating the final result, or whether all were 
averaged in order to give one figure for pork. For the years 1862-78, 
the prices are reduced to a gold basis; but it is not indicated in what 
manner this reduction was effected. 

Notwithstanding these serious imperfections, we reprint Mr. Bur- 
chard’s figures for the years 1850-84, since they are the only con- 
tinuous figures of average prices in the United States. They are the 
arithmetical means for each year of the prices of the varying number 
of commodities taken for that year. The index number 100 in the 
first column indicates the mean of all the prices for the fifty-six years, 
1825-80 : — 

















Basis of em ' | Basis of | » duced _ 
asis 0: a | basis o 
Year. 1825-1850. 1845-1850. Year. | 1825-1850. 1845-1850. 
1850 88.9 102.6 1868 107.6 124.2 
1851 89.3 103.1 1869 108.2 | 124.9 
1852 91.9 106.1 1870 118.1 | 136.5 
1853 99.4 114.8 1871 108.1 | 124.8 
1854 107.0 123.5 1872 112.6 | 130.0 
1855 111.1 128.3 1873 | 107.6 124.1 
1856 112.2 129.6 1874 | 1068 | 1233 
1857 119.8 138.3 1875 98.3 113.5 
1858 99.7 115.1 1876 94.2 108.9 
1859 100.6 116.1 1877 | 98.0 113.2 
1860 100.3 115.8 1878 88.0 101.6 
1861 98.0 113.1 1879 94.7 109.1 
1862 111.6 128.8 1880 90.3 104.3 
1863 119.4 137.8 1881 102.7 118.4 
1864 120.1 127.0 1882 103.3 119.1 
1865 123.0 142.0 1883 100.2 115.6 
1866 cae 137.5 1884 91.2 105.3 
































ARTICLES WHICH SHOW NO TENDENCY TO FALL IN PRICE. 
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TABLE IV. 


(GIVEN IN MULHALL’S “‘ HISTORY OF PRICES,” PP. 179-82.) 


PRICES OF BRITISH IMPORTS. 


























Articles. 1854-60. | 1861-70. 1871-80. 1881-84. 
oa —|—— | 
Bacon, cwt. . ot 51 } 49 45 | 50 
Barley, bu « - & 37 43 50 | 44 
ae, 40 38 44 B51 
Brandy, gal. « o G@ 112 | 80 | 95 | 108 
Butter,cwt. ... .8. 84 | 104 110 | 103 
Cheese, cwt. o «® 51 56 } Dt 
Cigars, lb. . - 8 11 11 | 13 12 
Cocoa,cwt.. . . oth 47 55 | 72 74 
Currants, cwt.. . ~ 36 21 27 | 27 
Eggs, gross . oo 6G, 82 88 114 | 102 
Gloves, pair ... .d. 20 | 26 25 24 
Hops, cwt. . . . . - 8 | 107 93 94 | 144 
Lard,cwt. ... +e 58 | 56 47 51 
Oats, bu. . é | 35 40 46 43 
Oxen, each, . ° -£& 16 18 21 22 
Pepper, cwt. . . 7 46 | 37 48 56 
Potatoes, cwt. . . @ 42 54 66 | 15 
Raisins,cwt. . . 8. | 37 30 35 36 
Sheep, each - & 41 39 45 | 46 

i | ' 
PRICES OF BRITISH EXPORTS. 

Articles. | 1854-60. 1861-70. 1871-80. 1881-84. 
Beer, bbl. . 8. | 69 7 83 80 
Bottles, cwt. a 130 120 126 117 
Butter, cwt. 8 100 97 124 136 
Cheese,cwt. . 8 81 83 } 83 83 
Cloth, yd. . a 27 36 } 37 37 
Fish, bbl. . s 25 27 | 29 30 
Horses, each £ 58 51 | 64 60 
Leather, cwt. s 176 } 187 | 164 178 
Silks,yd.. . . d 38 | 45 } 40 
Spirits, gal.. . d 45 30 | 49 70 




















